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Labor Relations Measure . 


VETO OF THE LABOR BILL 


By HARRY §$ 


TRUMAN, President of the United States 


Delivered over the radio, Washington, D. C., June 20, 1947 


Y Fellow Countrymen: At noon today I sent to 

Congress a message vetoing the Taft-Hartley Labor 

Bill. I vetoed this bill because I am convinced it is 

a bad bill. It is bad for labor, bad for management and bad 
for the country. 

[ had hoped that the Congress would send me a labor bill 
I could sign. 

I have said before, and I| say it now, that we need legis- 
lation to correct abuses in the field of labor relations. 

Last January I made specific recommendations to the 
Congress as to the kind of labor legislation we should have 
immediately. 

| urged that the Congress provide for a commission to be 
made up of representatives of the Congress, the public, labor 
and management, to study the entire field of labor-manage- 
ment relations and to suggest what additional laws we should 
have. 

| believe that my proposals were accepted by the great 
majority of our people as fair and just. 

If the Congress had accepted those recommendations, we 
would have today the basis for improved labor-management 
relations. I would gladly have signed a labor bill if it had 
taken us in the right direction of stable, peaceful labor rela- 
tions, even though it might not have been drawn exactly as 
| wished. 

I would have signed a bill with some doubtful features if, 
taken as a whole, it had been a good bill. 

But the Taft-Hartley bill is a shocking piece of legislation. 

It is unfair to the working people of this country. It 
clearly abuses the right, which millions of our citizens now 
enjoy, to join together and bargain with their employers for 
fair wages and fair working conditions. 

Under no circumstances could I have signed this bill! 

The restrictions that this bill places on our workers go 
far beyond what our people have been led to believe. This 
is no innocent bill. 


It is interesting to note that on June 4, Congressman 
Hartley, on the floor of the House of Representatives, made 
the following statement, and I quote: 


“You are going to find there is more in this bill than 
may meet the eye.” 


That is a revealing description of this bill by one of its 
authors. 

There is so much more in it than the people have been 
led to believe, that I am sure that very few understand 
what the Taft-Hartley bill would do if it should become 
law. 

That is why I am speaking to you tonight. 
to know the real meaning of this bill. 

We have all been told by its proponents, that this is a 
“moderate” bill. We have been told that the bill was 
“harsh” and “drastic” when it was first passed by the House 
of Representatives, but that the Senate had persuaded the 
House to drop out the harsh provisions and that the final bill 
—the bill sent to me—was “mild” and “moderate.” 

But I found no truth in the claim that the bill sent to 
me was mild or moderate. I found that the basic purpose 
and much of the language of the original House of Repre- 
sentatives bill were still in the final bill. In fact, the final 
bill follows the provisions of the original House bill in at 
least thirty-six separate places. 

We have all been told that the Taft-Hartley bill is favor- 
able to the wage-earners of this country. It has been claimed 
that workers need to be saved from their own folly and that 
this bill would provide the means of salvation. Some people 
have called this bill the “workers” bill of rights.” 

Let’s see what this bill really would do to our working 
men. 

The bill is deliberately designed to weaken labor unions. 
When the sponsors of the bill claim that by weakening 
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unions, they are giving rights back to the individual work- 
ing men, they ignore the basic reason why unions are im- 
portant in our democracy. Unions exist so that laboring 
men can bargain with their employers on a basis of equality. 
Because of unions, the living standards of our working peo- 
ple have increased steadily until they are today the highest 
in the world. 

A bill which would weaken unions would undermine our 
national policy of collective bargaining. ‘The Taft-Hartley 
bill would do just that. It would take us back in the direc- 
tion of the old evils of individual bargaining. It would take 
bargaining power away from workers and give more power 
to management. 

This bill would even take away from our working men 
some bargaining rights which they enjoyed before the Wag- 
ner Act was passed twelve years ago. 

If we weaken our system of collective bargaining, we 
weaken the position of every working man in the country. 

This bill would again expose workers to the abuses of 
labor injunctions. 

It would make unions liable for damage suits for actions 
which have long been considered lawful. 

This bill would treat all unions alike. Unions which have 
tine records, with long years of peaceful relations with man- 
agement, would be hurt by this bill just as much as the few 
troublemakers. 

The country needs legislation which would get rid of 
abuses. We do not need—and we do not want—legislation 
which will take fundamental rights away from our working 
people. 

We have been told that the Taft-Hartley bill is a means 
by which the country can be protected from nation-wide 
strikes in vital industries. The terms of the bill do not 
support this claim. 

Many people are under the impression that this bill would 
prevent or settle a strike in the coal industry. I sincerely 
trust that the coal operators and the miners will soon come 
to an agreement on the terms of a contract and that there 
will be no interruption of coal mining. 

But if the miners and the operators do not reach agree- 
ment, and if this bill should become law, it is likely that the 
most that could be accomplished under the complicated pro- 
cedures of the bill would be the postponement of a strike 
from July until October. 

Under this bill a work stoppage in the coal mines might 
be prevented for eighty days and then, if agreement had not 
been reached, the miners would be free to strike, and it 
would be mandatory for the President to refer the whole 
matter to the Congress, even if it were not in session. 

Postponing a strike in the coal industry until the approach 
of winter, when our need for coal is acute, is certainly not 
the way to protect the nation against the dangers of a short- 
age of coal, 

The bill would not aid fair and early settlements of dis- 
putes in vital industries. 

We have been told by the supporters of the Taft-Hartley 
bill that it would reduce industrial strife. 

On the contrary, | am convinced that it would increase 
industrial strife. 

The bill would soon upset security clauses in thousands of 
existing agreements between labor and management. These 
agreements were mutually arrived at and furnish a satis- 
factory basis for relations between worker and employer. 
They provide stability in industry. With their present types 
of agreements outlawed by this bill, the parties would have 
to find a new basis for agreement. The restrictions in this 


bill would make the process of reaching new agreements a 
long and bitter one. 








The bill would increase industrial strife because a number 
of its provisions deprive workers of legal protection of fun- 
damental rights. They would then have no means of pro- 
tecting these rights except by striking. 

The bill would open up opportunities for endless lawsuits 
by employers against unions and by unions against employers. 
For example, it would make employers vulnerable to an im- 
mense number of lawsuits, since grievances, however minor, 
could be taken into court by dissatisfied workers. 

In so far as employers are concerned, I predict that if this 
bill should become law they would regret the day that it was 
conceived. It is loaded with provisions that would plague 
and hamper management. It is filled with hidden legal traps 
that would take labor relations out of the plant, where they 
belong, and place them in the courts. 

Another defect is that in trying to correct labor abuses the 
Taft-Hartley bill goes so far that it would threaten funda- 
mental democratic freedoms. 

One provision undertakes to prevent political contribu- 
tions and expenditures by labor organizations and corpora- 
tions. This provision would forbid a union newspaper from 
commenting on candidates in national elections. It might 
well prevent an incorporated radio network from spending 
any money in connection with the national convention of a 
political party. It might even prevent the League of Women 
Voters—which is incorporated—from using its funds to in- 
form its members about the record of a political candidate. 

I regard this provision of the Taft-Hartley bill as a dan- 
gerous challenge to free speech and our free press. 

One of the basic errors of this bill is that it ignores the 
fact that over the years we have been making real progress 
in labor-management relations. We have been achieving 
slow but steady improvement in cooperation between em- 
ployers and workers. 

We must always remember that under our free economic 
system management and labor are associates. They work 
together for their own benefit and for the benefit of the 
public. 

The Taft-Hartley bill fails to recognize these fundamental 
facts. Many provisions of the bill would have the result of 
changing employers and workers from members of the same 
team to opponents on contending teams. 

I feel deep concern about what this would do to the steady 
progress we have made through the years. 

I fear that this type of legislation would cause the people 
of our country to divide into opposing groups. If conflict is 
created, as this bill would create it—if seeds of discord are 
sown, as this bill would sow them—our unity will suffer and 
our strength will be impaired. 

This bill does not resemble the labor legislation which I 
have recommended to the Congress. The whole purpose 
of this bill is contrary to the sound growth of our national 
labor policy. 

There is still time to enact progressive, constructive legis- 
lation during the present session. We need such legislation 
to correct abuses and to further our advances in labor-man- 
agement relations. 

We seek in this country today a formula which will treat 
all men fairly and justly, and which will give our people 
security in the necessities of life. 

As our generous American spirit prompts us to aid the 
world to rebuild, we must, at the same time, construct a bet- 
ter America in which all can share equitably in the blessings 
of democracy. 

The Taft-Hartley bill threatens the attainment of this 
goal. 

For the sake of the future of the nation, I hope that this 
bill will not become law. 








Robert H. Taft 
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VETO OF LABOR BILL 
By ROBERT H. TAFT, United States Senator from Ohio 
Delivered over the radio, Washington, D. C., June 20, 1947 


complete misrepresentation of both the general charac- 

ter of the bill and of most of its detailed provisions. 
Remember that this bill was considered in detail by both 
Houses of Congress for five months. Every provision was 
worked over and debated, first in the committee, several times 
on the floor of the Senate, and then in Congress. 

Now the President, in ten days, including the three or 
four days spent in Canada, put his judgment of the meaning 
and effect of a hundred detailed provisions over that of the 
great majority of those who have carefully drafted and 
analyzed these provisions. 

It is not surprising, therefore, that the President’s veto 
message shows that he knows practically nothing about the 
bill itself. The President ignored the opinion and studied 
conclusion of the Democrats in the House of Representa- 
tives, who voted 106 to 71 this afternoon to override his 
veto. 

On the contrary, the President has apparently adopted in 
large part the prejudiced arguments of the union labor lead- 
ers who from the beginning have opposed any legislation 
whatever and refused to cooperate with Congress or make 
any constructive suggestions. 

The President’s message follows in many details the analy- 
sis of the bill prepared by Lee Pressman, general counsel of 
the CIO, inserted in the Congressional Record on June 3 by 
Congressman Marcantonio, and another memorandum in- 
serted in the Congressional Record of June 6 by Senator 
Murray. | 

President Truman wholly ignores the detailed arguments to 
these and which I presented on the floor of the United States 
Senate. Following the lead of union labor leaders, the 
President does not find a single good provision in the entire 
bill. 

He ignores every abuse by labor unions which filled the 
record of evidence before the committee. While he gives lip 
service to the idea of labor reform by saying that he heartily 
condemns abuses on the part of unions and employers, he 
nowhere recognizes the existence of any specific abuse. He 
wants a commission to study the matter carefully studied by 
committees of Congress for months with the best expert 
advice. This is the standard plan of those who wish to delay 
action. 

He says that every power given to the union labor leaders 
is for the benefit of labor, and utterly ignores that these 
members and their wives and their families are the real suf- 
ferers of arbitrary strikes. No workman is deprived of any 
fundamental right, as the President stated this evening. 
Only the arbitrary power of labor bosses is curbed. 

If there is one subject on which every unprejudiced per- 
son is agreed, it is that unions must be made responsible for 
their acts; that collective bargaining cannot continue to be 
an important factor in our labor relations unless both parties 
are bound by their contracts. 

The President criticizes every provision designed to make 
unions responsible. He criticizes the requirement that they 
file financial and other reports with the Department of 
Labor. 


T= President’s message vetoing the Labor Bill was a 





Corporations have long been required to file reports both 
with State and local authorities. Why not unions? 

He attacks the provisions that unions may be sued for 
breach of collective bargaining agreements, on the ground 
that they should not be bothered with having to defend law- 
suits regardless of what they do. 

He says they might be harassed by suits by an employer. 
Everybody else in the United States is subject to harassment 
by lawsuits. Why not unions? In any event, the purpose 
of this provision is to induce them to live up to their con- 
tracts, and if they do, few suits if any will ever be filed. 

The President attacks the section permitting an injunction 
against the nation-wide strike affecting the national health 
and safety. It was through such a procedure he secured an 
injunction against John L. Lewis last fall. Last year when 
faced by a nation-wide strike, it was the President himself 
who recommended Government seizure and the drafting of 
all the strikers into the United States Army. 

Because Congress now gives him a carefully considered 
authority to allay such a strike, to attempt mediation, and 
finally to conduct a strike vote when other remedies have 
been exhausted, he says the procedure will do more harm 
than good. 

He refers to letting the Smith-Connally Act expire on 
June 30 without any protection whatever to the people 
against nation-wide strikes. He claims that this bill would 
breed too much intervention in our economic life, and im- 
poses Government control over free, collective bargaining. 

The bill in no way interferes with the rights of the parties 
to bargain, in no way limits the right to strike if they fail to 
agree, except in the case of a nation-wide strike for a period 
of ninety days until an election can be held. 

There might be something in the argument that the Gov- 
ernment had not intervened in every collective bargaining 
contract on the side of labor. 

Every collective bargaining contract has been subject to 
the terms of the Wagner Act, the Norris-LaGuardia Act, 
the Clayton Act, the Fair Labor Standards Act, the Walsh- 
Healey Act; and the intervention of Government con- 
ciliators. All this bill does is to say when the Government 
does intervene, it shall be as an impartial public service. 

The administration of the Wagner Act by the National 
Labor Relations Board made it so one-sided as to produce a 
general public demand that the law operate both ways. This 
is the effect of the new bill. The only new limitation on 
collective bargaining relates to the closed and union shops. 

The closed and union shops have developed to such an 
extent as to make it almost impossible for men to get a job 
unless they join the union, and impossible to hold a job if 
they offend the union leaders. Our regulation of welfare 
funds requires only that every employe have a legal and 
enforcible right in the fund, so it is not in the arbitrary dis- 
cretion of the labor union leaders to give or not to give. 

These huge funds should, of course, be subject to Govern- 
ment regulations, just as insurance companies are subject to 
Government regulations, to be certain that they remained 
sound and unimpaired. I can in a brief time deal with only 


a of the direct misrepresentations of the details of the 
lil. 
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The President says that a union will be liable for any of 
its members engaged in an unauthorized wildcat strike. ‘This 
is simply not so. 

‘The President says the bill would force unions to strike if 
they wished to have a jurisdictional dispute settlement by the 
National Relations Board. 

This is not so. All the union has to do is to file a petition 
under the representation section. How could this provision 
increase strikes when it is not effective at all until there is 
already a jurisdictional strike or secondary boycott in effect ? 

Here are two union abuses which every witness recognizes 
as abuses. Yet the President criticizes the provision making 
them illegal and subjecting them to correction by the NLRB 
or the courts. The President talks against them. He says 
that he doesn’t want anything to be done about them. 

In various places the President asserts that the bill requires 
election after election, and that the number of them has been 
multiplied. He completely ignores the fact that the bill 
limits elections by specifically permitting only one a year, 
both with reference to representation and the union shop. 

The only elections added to those required by existing law 
are to find out whether the men really want a union shop. 
‘The President objects to an employer having the right to ask 
tor an election when someone claims to be a representative 
of his men. 

Surely an employer ought to have a right to find out 
whether the union leader really has organized his men 
or hasn't organized them. The President says that the pro- 
visions regarding the arbitration of grievance disputes are 
left to be determined by lawsuits. He repeated this state- 
ment tonight on the radio. It is not so. 

Arbitration provisions are entirely legal and remain ef- 
tective under our law. As long as either party abides by the 
arbitration decisions he is, of course, not subject to suit. 

The President says an employer can discharge a man on 
the pretext of a slight infraction, even though his real motive 
is to discriminate against the employe for union activities. 
This ts not so. 

The board decides, under the new law as under the former 
law, whether the man was really discharged for union ac- 
tivity or for good cause. 

The President says the law will expose unions to suits for 
acts of violence, welfare strikes, and other actions, none of 
which were authorized or ratified by them. This is not so. 

We have simply provided that unions are subject to the 
same general laws as any other corporation or agency or 
citizens in determining their liability for the acts of the 
agents. 

The President attacks the provision giving freedom of 
speech to employers. ‘The need for such a provision was the 
one thing admitted even by the labor union leaders. The 
bill simply provides that views, arguments or opinion shall 
not be evidence of an unfair labor practice unless they con- 


tain in themselves the threat of coercion or a promise of 
benefit. 

Without such a provision there would be no freedom of 
speech on the part of employers any more than there has been 
for the last ten years. 

The President criticizes the provisions of state laws per- 
mitting union shops to remain in effect. He does not tell 
you that this is the provision of the Wagner Act which has 
never undertaken to authorize closed shop agreements if the 
state law prohibits them. 

It is astonishing to find the President objecting to the 
section which prevents Communists from being officers of 
labor unions. We have merely required that every officer 
of a labor union seeking certification must file an affidavit 
that he is not a member of the Communist party and does not 
favor the forcible overthrow of the Government. 

The same affidavit is required to be filed by Federal em- 
ployes. ‘This does not hold up certification of the union, but 
any Communist who makes a false affidavit can be sent to 
jail. 

The President says: ““The mere refusal by a single indi- 
vidual to sign the required affidavit would prevent and re- 
quire national labor unions from being certified for purposes 
of collective bargaining.” 

Why should an individual officer refuse to sign such an 
affidavit if he is not a Communist? If he is a Communist, 
why should the union be certified? Why shouldn’t every 
labor union make Communists ineligible for election as 
officers ? 

The President’s statement simply echoes the argument 
made by Mr. Lee Pressman in his June 3d memorandum, 
ignoring the fact that a union could take immediate steps 
to remove itself from any Communist tie. 

There is hardly a sentence in the President’s message which 
is not open to direct challenge, and there are many others 
besides those I have cited which misrepresent the meaning 
of the new bill. 

The committees of Congress which wrote this bill had no 
anti-union prejudice. They have tried to restore equality 
in collective bargaining and correct only those abuses against 
employers, union members and third parties which were 
clearly shown to exist by bona fide evidence. 

The campaign carried on against the bill by the labor 
unions has been a complete tissue of falsification to support 
their contention of the last ten years that the unions are above 
criticism and above the law—that there must be no legis- 
lation on the pain of political execution. 

It is discouraging to find the President of the United 
States yielding to their pressure, adopting their arguments 
and blocking the efforts of the great majority of the people’s 
representatives, including a large majority of the Democrats 
in the House of Representatives, to secure a reasonable 
reform. 


Foreign Policy Tradition of the United States 


OUR HELP ALWAYS AVAILABLE TO PEOPLE PROTECTING FREEDOM 
By DEAN ACHESON, United States Under Secretary of State 
Delivered at the Commencement Exercises, Wesleyan University, Middletown, Connecticut, June 15, 1947 


NE of the splinters of inquiry which might be worth a 
footnote in a Ph.D. thesis is why people almost every- 
where in the world like to take pot shots at the mem- 

bers of their foreign offices. Some of the reasons are pretty 
obvious and perhaps too embarrassing to delay me here. But in 


part they have to do with the vital stake which everyone has in 
the foreign relations of his country, and in part with the 
belief that these problems are easier than they are. At any 
rate one who has been on the receiving end of this pursuit 
for some years continually comes back to an observation of 
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Senator Barkley on the floor of the Senate a year or so ago. 
The Senator, then the majority leader, was confronted 
with criticism because he could not satisfy at once all the 
demands which several of his colleagues were making. He 
said that his attitude toward criticism was like that of the 
farmer’s dog who used to go to town with his master. While 
the farmer was busy, small boys would catch the dog and 
tie tin cans to its tail. The dog got so used to this that 
whenever he saw a tin can he backed right up to it. 

One who is bringing to an end a considerable period of 
service in the field of foreign affairs is naturally in a mood 
of appraisal and review. Have we conducted ourselves in 
the great world in these past six or seven years true to the 
traditions of our republic and to the interests of the Ameri- 
can people? I am, of course, prejudiced, but the answer 
seems to me not difficult. I think it is, yes, we have. 

To judge this answer, we have to ask, what are these 
traditions and these interests? ‘They seem to me simple, 
even platitudinous. The basic, underlying, never-varying 
tradition of this republic is insistence upon the liberty of 
the individual, the worth of the individual, the ultimate 
test of truth by reference to the individual. 

This has been our political, social, and moral mainspring. 
It has also been the motive power of our vast development. 
By unleashing the enormous power of individual effort, 
imagination, energy, this country has attained its material 
position. It seems true in society, as in nature, that the 
greatest energy is created by releasing the power of the 
smallest unit. In one case, the individual; in the other 
case, the atom. 

History and philosophy gave us this doctrine. Geography 
and experience have confirmed it. One of the great achieve- 
ments of statesmanship in this country has been to adapt 
government to the furtherance of this release of the in- 
dividual and not to its limitation and frustration. An 
outstanding illustration has been the way in which, under 
Mr. Lilienthal’s guidance, a great governmental project, 
the TVA, has made power available over a vast area, not 
to be used by bureaucratic direction, but vastly to enlarge 
the individual productiveness of millions of Americans. 

This belief in the individual is in our blood. It is our 
most fundamental characteristic. It gives a certain typical 
disorderliness to our behavior which baffles some foreign 
observers. But it can no more be separated from us than our 
idea of humor, or generosity toward anyone in trouble, and 
our mobility—we are forever going somewhere. Even 
though this is so, we have no desire to force our behavior 
and ideas on other people. If, for reasons incomprehensible 
to us, they want to act differently and—to us—quite mis- 
guidedly, that is their affair. But we don’t like them 
to push other peoples around—particularly when those other 
peoples are trying to live as we think all decent people 
should live. 

With these traditions and interests the American people 
approach their relations with other countries. They have a 
sound and unshakable belief that liberty cannot exist here 
or anywhere, unless there is peace founded on freedom from 
aggression and unless there is ever increasing productivity 
throughout the world. They know that while every people 
must attain and preserve their own liberty and free govern- 
ment, they can lose them from forces beyond their control 
when faced with fear of the attack of a foreign enemy, or 
with the loss of their means of livelihood. 

This presents problems for those who work in our State 
Department. Americans want to be free and prosperous 
themselves. They want other people who wish to be free 
and prosperous to achieve those goals. But they sometimes 
believe that these ends can be reached by machinery or gad- 





gets or through merely moral fervor, and without the pain 
of hard thinking, hard work and some real risk and sacrifice. 

Some, encouraged by eminent philosophers have thought 
that liberty was the natural state of man and that its univer- 
sal growth and acceptance was inevitable. I do not believe 
that for a minute. It seems to me that liberty has come to 
those whose stout hearts and hard heads have won it. 
Here, again, we must conclude with Justice Holmes that 
the mode by which the inevitable comes to pass is effort. 

Certainly during the decade of the 1940’s this country 
has devoted its supreme efforts toward the preservation of 
the liberty of nations and individuals. In the opening years 
of the decade we bent our efforts toward assisting those 
whom the Axis was attempting to subjugate, and toward 
impeding its bid to dominate the two most populous con- 
tinents on the globe. This may have accelerated the attack 
upon us. But I think that few now doubt the necessity 
and rightness of our course, or the extreme danger in which 
any other course would have placed us. The war has 
now been won and the threats which caused it have been 
eliminated. But serious threats to the continued existence 
of liberty have not been eliminated. These come not only 
from the inevitable consequences of the war itself but also 
from the course pursued by certain governments. 

During the war constructive foreign policy was not in 
abeyance. It followed two objectives closely related and 
mutually dependent—to establish the unity, mutual confi- 
dence and cooperation of the great powers; and to create 
international organizations, necessarily based on the assump- 
tion of this unity and cooperation, in which all nations 
could together guarantee both freedom from aggression and 
the opportunity for both the devastated and the undeveloped 
countries to regain and expand their productivity under 
institutions of their own free choice. ‘These, as you have 
seen, were historic American objectives. “They were also 
the stated purposes of the allies throughout the war begin- 
ning with the Atlantic Charter. 

We did not pursue these objectives merely by exhortation 
or joint declaration and agreement. No people has ever 
given more tangible or extensive evidence of its good will 
and intention. Particularly is this true in our attitude 
toward the Soviet Union. One need mention only the 
most outstanding examples. 

During the war we contributed to the Soviet Union 
eleven and a half billion dollars of the most vitally needed 
supplies. After the war, through UNRRA and govern- 
mental credits, we made available another half billion dol- 
lars worth of goods for relief and reconstruction. 

In our military operations we pursued purely military 
objectives. The cross channel invasion of Europe was 
directed solely toward the destruction of the German armies, 
not the occupation of territory. And when we overran our 
estimated and agreed objectives we withdrew to previously 
agreed zonal boundaries. These were acts, not words, 
based upon the premise of adherence to an agreement and 
of mutual confidence and loyalty. 

Nor were these acts all. The whole series of arrange- 
ments for settlement in Eastern Europe, Germany and the 
Far East recognized to the full Soviet fears and interests, 
and were based upon confidence in their intention to carry 
out the pledged purposes of cooperation in Germany, res- 
pect for the rights of other nations to determine freely 
their own course of recovery and government, and the 
creation of a vigorous European and world recovery. 

At the same time that these steps were being taken we 
pushed forward the establishment of international organi- 
zation. ‘This consisted not only of the United Nations 
Charter designed upon the foundation of Allied unity to 
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guarantee international security, national liberty and in- 
dividual freedom, but of a whole series of special agencies 
which were to make sure that a favorable environment was 
created and maintained in which the broader purposes could 
be accomplished. 

These were designed to provide relief in the early post- 
war period, to assure funds for reconstruction and develop- 
ment, and to stabilize currencies over the longer run, to 
raise the level of agriculture both as the source of food and 
as the activity of most of the world’s population, to pro- 
mote and safeguard trade between nations, to protect the 
health of nations against epidemics, to facilitate the exchange 
of ideas, knowledge and skills, to aid in the development of 
international transportation by air and sea—practically 
every activity which could encourage and make more safe, 
simple and beneficial relations between nations. 

Unhappily the whole course of recovery and the inter- 
national pursuit of happiness has suffered deeply by the 
failure to attain or maintain great power unity. This has 
come about by the Soviet Union’s pursuit of policies dia- 
metrically opposed to the very premises of international 
accord and recovery. In Eastern Europe the Soviet Union, 
over American and British protests, has used its dominant 
military position, to carry on a unilateral policy, contrary 
to the Yalta agreements, by which free choice of their des- 
tiny has been denied those peoples. Even more important, 
the minority Communist regimes fastened upon those peoples 
have acted to cut them off economically from the commu- 
nity of Europe, curtail their productivity, and to bind them 
to exclusive economic relations with the Soviet Union. 

In the Far East, the Soviet Union has dismantled the in- 
dustries in Manchuria, has obstructed economic and politi- 
cal unification of Korea, and has not carried out its com- 
mitments for the return of Darien to Chinese administra- 
tion as a free port. ‘These actions have seriously retarded 
economic recovery and political stability and have con- 
tributed vastly to a continuation of poverty and demoral- 
izing uncertainty throughout the Far East. 

In the Middle East, Persia has been for some years in 
turmoil first, through Soviet occupation of its northern ter- 
ritories, and then through Soviet sponsored local attempts 
to separate those areas from Persia. 

In Greece, torn and destroyed by the war beyond any 
other area, the incalculably difficult task of rebuilding its 
plant, its production, its people’s health and morale, and its 
governmental services, has been threatened with total de- 
feat by civil disturbances, aided, equipped, and protected by 
Greece’s northern, Communist controlled neighbors. 

Similar disappointment has followed attempts to establish 
a just and sound peace. It is unnecessary to recount the 
weary course of the Italian and Balkan peace treaties from 
London to Moscow to Paris to New York, or to describe 
the substance of those negotiations. We can note without 
surprise the cynical and barefaced coup d'etat in Hungary 
on the very eve of the Hungarian treaty’s coming into effect. 
We note also, two years after Potsdam, that by reason of 
Soviet unwillingness we have not achieved German eco- 
nomic. unification or written an Austrian treaty. As a re- 
sult the recovery of Europe has been long delayed—tragi- 
cally long. 

This by no means exhausts the catalogue but it is enough 
to outline the difficulty and to indicate why it is that the 
United Nations, founded as I have said on the premise of 
great power unity, has so often been unable to apply the 
principles set forth in its Charter and has instead had to 
furnish the forum for bitter, unprofitable and inconclusive 
dialectics. 

It would be quite wrong to leave the impression that the 
factors | have mentioned have been the sole cause of our 


present problems. It would have been serious enough that 
the great area east of the Stettin-Trieste line which con- 
tributed so much to Hitler’s European economy has been 
exploited, disorganized and cut off from Western Europe. 
Nature and man have added other problems. Disasters do 
not come singly. 

Two years of crop failures in Europe and one in the Far 
East, the most severe winter in half a century which drained 
the meager coal supplies of England and Europe, and the 
inefficiency: of the industrial plant, due to depreciation, 
failure of fuel and raw materials, lack of labor and many 
other causes,—all these have upset all calculations of recov- 
ery. Europe has had to use its resources of foreign money 
and credits, carefully husbanded to restore and improve 
equipment, merely to keep alive. 

Billions of precious dollars saved for machinery, rails, 
locomotives, harbor equipment and so forth, have been 
spent for wheat and coal, and the heavy shipping charges 
to carry them. Financially Europe is bleeding to death, and 
the period of shock and crisis will come next year. Nor 
will the crisis be purely European. We are today selling 
twice the value of goods which our customers can pay for 
with their sales to us. This is not merely true of stricken 
Europe, but of our nearest neighbors, Mexico and Canada. 
The loss of these sales will have—as it has had in the past— 
a profound repercussion throughout this land. 

This is a depressing but not overdrawn report. The out- 
look, as Secretary Marshall has recently said, is serious. 
But it has been blacker within the past few years. The 
winter of 1941-42 was such a period. The dangers of those 
years were overcome by determination, by courage and by 
endless effort. Today’s problems can also be surmounted. 
Tragic as it is that we cannot achieve the whole promise 
which once seemed almost within our grasp, that is no ex- 
cuse for not doing what we can. If our own power to help 
is limited, so is the power of others to impede. And upon 
our side are the great urges of individual spirits throughout 
the world to rebuild in some way and to push on to a better 
day. 

We can do—and are doing—many things. We can ex- 
pose for all to see the shams and frauds behind which 
peoples are deprived of their liberty by little groups sup- 
ported by foreign power. The methods have not changed 
basically since the days of Maximilian in Mexico, merely 
improved in organization, and brutality and propaganda 
techniques. But they dislike exposure, and it remains to be 
seen whether they can survive much longer than Maximilian 
did the withdrawal of the foreign bayonets. 

We also can, and should, help within the limits of our 
capacity those who wish to help themselves. It was such an 
action that President Truman proposed to the Congress on 
March 12 in connection with Greece and Turkey and to 
which the Congress so overwhelmingly responded. This 
was not a novel proposal or an invitation to a crusade. It 
was typically and traditionally American. 

This country has always responded to people struggling 
to attain or maintain their freedom. We have done so be- 
cause it is important to us that they shall succeed. Some- 
times we can do much, sometimes little, but the response is 
always there.’ It was there in the case of Greece over a 
century ago, and in the case of Hungary and Poland and 
Italy. It was there throughout the nineteenth century in 
the struggle of the Latin American states to obtain and keep 
their freedom from the encroachments of European powers. 
It underlay our efforts for decades to help China in her 
struggle against foreign subjugation. 

So President Truman was acting and the Congress was 
acting in the truest and soundest American tradition. The 
case was an extreme one because Greece was near the abyss. 
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But the principle was as old as our country. It is a 
sensible and hard-headed principle that where our help can 
be effective to enable people who are sincerely striving to 
remain free and to solve their own problems, that help will 
be given. 

We should, and I hope will, continue to act in this way— 
not waiting for extreme crises to develop, not attempting to 
carry all the burdens of the world or to solve all its prob- 
lems, but responding in a thoroughly realistic way to the 
proposals of those who are exhausting every possibility of 
their own efforts and powers of cooperation with others to 
maintain places where free men may remain free. 


This, as I see it, has been the course of our foreign policy 
over these past few years. And it is our present course. 
It has not created the world of our dreams. But that is 
not our fault. It is the best course I know of, in the world 
as we find it, to preserve the possibility that a better world 
may some day eventuate. It is the best course to preserve 
all that we hold most valuable in life. It is a course that 
requires determination, intelligence, courage and effort. It 
requires that Americans be made of good stuff. 

“Citizens,” said Milton, “it is of no small concern what 
manner of men ye be whether to acquire or to keep posses- 
sion of your liberty.” 


European Unity 


UNITED STATES WILL COOPERATE, NOT INITIATE 


By GEORGE C. MARSHALL, United States Secretary of State 
Delivered at meeting of Harvard University Alumni, Cambridge, Mass., June 5, 1947 


NEED not tell you gentlemen that the world situation 

is very serious. That must be apparent to all intelli- 

gent people. I think one difficulty is that the problem 
is one of such enormous complexity that the very mass of 
facts presented to the public by press and radio make it ex- 
ceedingly difficult for the man in the street to reach a clear 
appraisement of the situation. Furthermore, the people of 
this country are distant from the troubled areas of the earth 
and it is hard for them to comprehend the plight and conse- 
quent reactions of the long-suffering peoples, and the effect 
of those reactions on their governments in connection with 
our efforts to promote peace in the world. 

In considering the requirements for the rehabilitation of 
Europe the physical loss of life, the visible destruction of 
cities, factories, mines and railroads was correctly estimated, 
but it has become obvious during recent months that this 
visible destruction was probably less serious than the dis- 
location of the entire fabric of European economy. For the 
past ten years conditions have been highly abnormal. The 
feverish preparation for war and the more feverish main- 
tenance of the war effort engulfed all aspects of national 
economics. Machinery has fallen into disrepair or is en- 
tirely obsolete. Under the arbitrary and destructive Nazi 
rule, virtually every possible enterprise was geared into the 
German war machine. Long-standing commercial ties, pri- 
vate institutions, banks, insurance companies and shipping 
companies disappeared, through loss of capital, absorption 
through nationalization or by simple destruction. In many 
countries, confidence in the local currency has been severely 
shaken. The breakdown of the business structure of Europe 
during the war was complete. Recovery has been seriously 
retarded by the fact that two years after the close of hos- 
tilities a peace settlement with Germany and Austria has 
not been agreed upon. But even given a more prompt solu- 
tion of these difficult problems, the rehabilitation of the 
economic structure of Europe quite evidently will require 
a much longer time and greater effort than had been fore- 
seen. 

There is a phase of this matter which is both interesting 
and serious. The farmer has always produced the food- 
stuffs to exchange with the city dweller for the other neces- 
sities of life. This division of labor is the basis of modern 
civilization. At the present time it is threatened with break- 
down. The town and city industries are not producing 
adequate goods to exchange with the food-producing farmer. 





Raw materials and fuel are in short supply. Machinery is 
lacking or worn out. The farmer or the peasant cannot 
find the goods for sale which he desires to purchase. So the 
sale of his farm produce for money which he cannot use 
seems to him an unprofitable transaction. He, therefore, 
has withdrawn many fields from crop cultivation and is 
using them for grazing. He feeds more grain to stock and 
finds for himself and his family an ample supply of food, 
however short he may be on clothing and the other ordinary 
gadgets of civilization. Meanwhile people in the cities are 
short of food and fuel. So the governments are forced to 
use their foreign money and credits to procure these necessi- 
ties abroad. This process exhausts funds which are urgently 
needed for reconstruction. Thus a very serious situation is 
rapidly developing which bodes no good for the world. The 
modern system of the division of labor upon which the ex- 
change of products is based is in danger of breaking down. 

The truth of the matter is that Europe’s requirements 
for the next three or four years of foreign food and other 
essential products—principally from America—are so much 
greater than her present ability to pay that she must have 
substantial additional help, or face economic, social and 
political deterioration of a very grave character. 

The remedy lies in breaking the vicious circle and re- 
storing the confidence of the European people in the economic 
future of their own countries and of Europe as a whole. 
The manufacturer and the farmer throughout wide areas 
must be able and willing to exchange their products for 
currencies the continuing value of which is not open to 
question. 

Aside from the demoralizing effect on the world at large 
and the possibilities of disturbances arising as a result of 
the desperation of the people concerned, the consequences to 
the economy of the United States should be apparent to all. 
It is logical that the United States should do whatever it 
is able to do to assist in the return of normal economic health 
in the world, without which there can be no political sta- 
bility and no assured peace. Our policy is directed not 
against any country or doctrine but against hunger, poverty, 
desperation and chaos. Its purpose should be the revival of 
a working economy in the world so as to permit the emer- 
gence of political and social conditions in which free insti- 
tutions can exist. Such assistance, I am convinced, must 
not be on a piece-meal basis as various crises develop. Any 
assistance that this Government may render in the future 
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should provide a cure rather than a mere palliative. Any 
vovernment that is willing to assist in the task of recovery 
will find full cooperation, | am sure, on the part of the 
United States Government. Any* government which man- 
euvers to block the recovery of other countries cannot ex- 
pect help from us. Furthermore, governments, political 
parties or groups which seek to perpetuate human misery in 
order to profit therefrom politically or otherwise will en- 
counter the opposition of the United States. 

It is already evident that, before the United States Gov- 
ernment can proceed much further in its eftorts to alleviate 
the situation and help start the European world on its way 
to recovery, there must be some agreement among the coun- 
tries of Europé as to the requirements of the situation and 
the part those countries themselves will take in order to give 
proper effect to whatever action might be undertaken by 
this Government. It would be neither fitting nor efficacious 


tor this Government to undertake to draw up unilaterally 
a program designed to place Europe on its feet economically. 
This is the business of the Europeans. The initiative, I 
think, must come from Europe. The role of this country 
should consist of friendly aid in the drafting of a European 
program and of later support of such a program so far as 
it may be practical for us to do so. The program should be 
a joint one, agreed to by a number, if not all European 


nations. . 


An essential part of any successful action on the part of 
the United States is an understanding on the part of the 
people of America of the character of the problem and the 
remedies to be applied. Political passion and prejudice 
should have no part. With foresight, and a willingness on 
the part of our people to face up to the vast responsibility 
which history has clearly placed upon our country, the diffi- 
culties | have outlined can and will be overcome. 


Our Responsibilities to the World 


CHALLENGE 


FACED WITH DETERMINATION AND CONFIDENCE 


By HARRY S. TRUMAN, President of the United States 


Delivered before a joint session of the Canadian Parliament, Ottawa, Canada, June 11, 1947 
] ] 


R. Prime Minister, Honorable Members of the 

Senate, and Members of the House of Commons 

of Canada: This is my first visit to Canada as 
President of the United States, and I am happy that it af- 
fords me the opportunity to address this meeting of the 
members of both Houses of the Canadian Parliament. Here 
is a body which exemplifies self-government and freedom of 
the nations of the great British Commonwealth. ‘The his- 
tory of the Commonwealth proves that it is possible for 
many nations to work and live in harmony and for the com- 
inon good. 

1 wish to acknowledge the many courtesies extended to 
me on this visit by the Governor General, Viscount Alex- 
ander, who paid me the honor of a visit in Washington a 
few months ago. His career as a soldier and as a statesman 
eminently qualifies him to follow his illustrious predecessors. 

For the courtesy of appearing before you, as for other 
courtesies, | am sure | am largely indebted to my good 
triend, Prime Minister Mackenzie King. 

| was particularly happy to be present yesterday when we 
were honored in the rotunda of this Parliament building. It 
is a wonderful ceremony and one which, | think, he richly 
deserves. I also appreciate very highly his political advice 
which he gave me this morning. 

| have come to value and cherish his friendship and states- 
manship. As our two nations have worked together in solv- 
ing the difficult problems of the post-war period, I have de- 
veloped greater and greater respect for his wisdom. 

Americans who come to know Canada informally, such 
is our tourists, as well as those whose approach is more 
academic, learn that Canada is a broad land—broad in mind, 
broad in spirit and broad in physical expanse. ‘They find 
that the composition of your population and the evolution of 
your political institutions hold a lesson for other nations of 
the earth. 

Canada has achieved internal unity and material strength, 
and has grown in stature in the world community, by solv- 
ing problems that might have hopelessly divided and weak- 
ened a less gifted people. 

Canada’s eminent position today is a tribute to the pa- 


tience, tolerance and strength of character of her people, of 
both French and British strains. For Canada is enriched by 
the heritage of France as well as of Britain, and Quebec has 
imparted the vitality and spirit of France itself to Canada. 
Canada’s notable achievement of national unity and progress 
through accommodation, moderation and forbearance can be 
studied with profit by her sister nations. 

Much the same qualities have been employed, with like 
success, in your relations with the United States. Perhaps 
I should say “your foreign relations with the United States.” 
But the word “foreign” seems strangely out of place. Can- 
ada and the United States have reached the point where we 
no longer think of each other as “foreign” countries. We 
think of each other as friends, as peaceful and cooperative 
neighbors on a spacious and fruitful continent. 

We must go back a long way, nearly a century and a half, 
to find a time when we were not on good terms. In the 
War of 1812 there was fighting across our frontier. But 
permanent good came of that brief campaign. It shocked 
Canadians and Americans into a realization that continued 
antagonism would be costly and perilous. 

The first result of that realization was the Rush-Bagot 
Agreement in 1817, which embodied a spirit and an atti- 
tude that have permeated our relations to this day. This 
agreement originally was intended to limit and to regulate 
the naval vessels of both countries on the Great Lakes. It 
has become one of the world’s most effective disarmament 
agreements and is the basis for our much-hailed untortified 
frontier. 

I speak of that period of history to make the point that 
the friendship that has characterized Canadian-American re- 
lations for many years did not develop spontaneously. ‘The 
example of accord provided by our two countries did not 
come about merely through the happy circumstance of geog- 
raphy. It is compounded of one part proximity and nine 
parts good-will and common sense. 

We have had a number of problems, but they have all 
been settled by adjustment, by compromise, and by nego- 
tiations inspired by a spirit of mutual respect and a desire 
for justice on both sides. 
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This is the peaceful way, the sensible way and the fair 
way to settle problems, whether between two nations that 
are close neighbors or among many nations widely separated. 

This way is open to all. We in Canada and the United 
States are justifiably proud of our joint record, but we claim 
no monopoly on the formula. 

Canada and the United States will gladly share the 
formula, which rejects distrust and suspicion in favor of 
common sense, mutual respect and equal justice, with their 
fellow members of the United Nations. One of the most 
effective contributions which our two countries can make 
to the cause of the United Nations is the patient and dili- 
gent effort to apply on a global scale the principles and prac- 
tices which we have tested with success on this continent. 

Relations between Canada and the United States have 
emphasized the spirit of cooperation rather than the letter 
of protocol. The Rush-Bagot Agreement was stated in less 
than 150 words. From time to time it has been revised by 
mutual agreement to meet changing conditions. It was 
amended as recently as last December. 

The last war brought our countries into even closer col- 
laboration. The Ogdensburg Agreement of 1940 provided 
for the creation of the Permanent Joint Board for Defense. 
It was followed by the Hyde Park Agreement of 1941, 
which enabled us to coordinate our economic resources with 
increased efficiency. 

Common interests, particularly after Pearl Harbor, re- 
quired the creation of several joint agencies to coordinate 
our efforts in special fields. When victory ended the neces- 
sity for these agencies, they were quietly disbanded with 
a minimum disturbance of the national economies of the two 
countries. It’s common sense again. 

The Permanent Joint Board for Defense will continue to 
function. I wish to emphasize, in addition to the word 
“Permanent,” the other two parts of the title. The board 
is joint, being composed of representatives of each country. 
Canada and the United States participate on the basis of 
equality, and the sovereignty of each is carefully respected. 
This was true during the gravest dangers of the war and 
it will continue to be true, in keeping with the nature of all 
our joint undertakings. 

The board was created, and will continue to exist, for 
the sole purpose of assuring the most effective defense for 
North America. The board, as you know, has no executive 
powers and can only make recommendations for action. The 
record of the board provides another example of the truly 
cooperative spirit that prevails between our two countries. 

The spirit of common purpose and the impressive strength 
which we marshalled for action on all fronts are the surest 
safeguard of continental security in the future. 


War AND PeAce ALLIANCE 


The people of the United States fully appreciate the mag- 
nificent contribution in men and resources that Canada made 
to the Allied war effort. The United States soldiers, sailors 
and airmen in the heat of battle knew their Canadian com- 
rades as valiant and daring warriors. We look back with 
pride on our association as staunch allies in two wars. 

Today our two nations are called upon to make great 
contributions to world rehabilitation. This task requires 
broad vision and constant effort. 

I am confident that we can overcome the difficulties in- 
volved, as we overcame the greater difficulties of the war. 
The national genius of our peoples finds its most satisfying 
expression in the creation of new values in peace. 

The record proves that in peaceful commerce the com- 
bined efforts of our countries can produce outstanding re- 





sults. Our trade with each other is far greater than that of 
any other two nations on earth. 

Last year the flow of trade in both directions across the 
border reached the record peacetime total of two and a 
quarter billion dollars. We imported from Canada more 
than twice the value of goods we received from the United 
Kingdom, France, China and Russia combined. United 
States purchases from Canada were about six times our pur- 
chases from Great Britain, nearly ten times those from 
China, and eleven times those from France. We sold to 
Canada nearly as much as we sold to Britain and France 
together. 

Gratifying as the volume of our trade now is, it is capable 
of even turther expansion to our mutual benefit. Some of 
our greatest assets are still to be developed to the maxi- 
mum. I am thinking of one particularly that holds tre- 
mendous possibilities, the magnificent St. Lawrence-Great 
Lakes system, which we share and which we must develop 
together. 

The St. Lawrence project stirs the imagination of men 
long accustomed to majestic distances and epic undertakings. 
The proposal for taking electric power from the river and 
bringing ocean shipping 2,400 miles inland, to tap the fertile 
heart of our continent, is economically sound and strategic- 
ally important. 

When this program is carried out, the waterway that is 
a part of our boundary will more than ever unite our two 
countries. It will stimulate our economies to new growth 
and will spread the flow of trade. 

There have been times when shortsighted tariff policies on 
both sides threatened to raise almost insurmountable bar- 
riers. But the need to exchange goods was so imperative 
that trade flourished despite artificial obstacles. “The Re- 
ciprocal Trade Agreements of 1936 and 1939 made possible 
a sensible reduction of tariff rates, and paved the way for 
our present phenomenal trade. 

Something more than commercial agreements, however, 
is required to explain why Canada and the United States 
exchange more than two billion dollars worth of goods a 
year. Ambassador Atherton has aptly given the reason as 
not “free trade,” but “the trade of free men.”” That record 
flow of goods and the high standard of living it indicates, 
on both sides of the border, provide a practical demonstra- 
tion of the benefits of the democratic way of life and a free 
economy. 

The benefits of our democratic governments and free 
economies operating side by side have spread beyond our 
countries to the advantage of the whole world. Both na- 
tions expanded their productivity enormously during the 
war and both escaped the physical damage that afflicted 
other countries. As a result, Canada and the United States 
emerged from the war as the only major sources of the in- 
dustrial products and the food upon which much of the 
world depends for survival. 

Canada has responded as nobly to the challenge of peace 
as she did to that of the war. Your wheat has fed millions 
who otherwise would have starved. Your loan has strength- 
ened Britain in her valiant battle for recovery. 

The United States is particularly gratified to find Canada 
at our side in the effort to develop the International Trade 
Organization. We attach great importance to this under- 
taking, because we believe it will provide the key to the wel- 
fare and prosperity of the world in the years immediately 
ahead. 

In sponsoring the International Trade Organization, the 
United States, with the cooperation of Canada and other 
countries, is making a determined effort to see that the in- 
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evitable adjustments in world trade as a result of the war 
will result in an expanding volume of business for all nations. 

Our goal is a vast expansion of agriculture and industry 
¢hroughout the world, with freer access to raw materials and 
markets for all nations, and a wider distribution of the 
products of the earth’s fields and factories among all peoples. 
Our hope is to multiply the fruitfulness of the earth and 
to diffuse its benefits among all mankind. 


A CHALLENGE FACED 


At this critical point in history, we of the United States 
are deeply conscious of our responsibilities to the world. 
We know that in this trying period, between a war that is 
over and a peace that is not yet secure, the destitute and the 
oppressed of the earth look chiefly to us for sustenance and 
support until they can again face life with self-confidence 
and self-reliance. 

We are keenly aware that much depends upon the internal 
strength, the economic stability and the moral stamina of 
the United States. We face this challenge with determina- 
tion and confidence. 

Free men everywhere know that the purpose of the United 
States is to restore the world to health, to re-establish con- 
ditions in which the common people of the earth can work 
out their salvation by their own efforts. 


We seek a peaceful world, a prosperous world, a free 
world, a world of good neighbors, living on terms of equality 
and mutual respect, as Canada and the United States have 
lived for generations. 

We intend to expend our energies and to invest our sub- 
stance in promoting world recovery by assisting those who 
are able and willing to make their maximum contributions 
to the same cause. 

We intend to support those who are determined to govern 
themselves in their own way, and who honor the right of 
others to do likewise. 

We intend to aid those who seek to live at peace with 
their neighbors, without coercing or being coerced, without 
intimidating or being intimidated. 

We intend to uphold those who respect the dignity of 
the individual, who guarantee to him equal treatment under 
the law, and who allow him the widest possible liberty to 
work out his own destiny and achieve success to the limit 
of his capacity. 

We intend to cooperate actively and loyally with all who 
honestly seek, as we do, to build a better world in which 
mankind can live in peace and prosperity. 

We count Canada in the forefront of those who share 
these objectives and ideals. 

With such friends we face the future unafraid. 


The Management of the Public Debt 


INFLATION AND INTEREST RATES 


By BENJAMIN M. ANDERSON, Ph.D., Connell Professor of Banking, University of California; 
Consulting Economist, Capital Research Company, Los Angeles, California 


Delivered before The California Bankers Association, San Diego, California, May 27, 1947 


that it is not a good scientific term. One uses it with 
reluctance. But here are some phenomena to which 
the term inflation would rather generally be applied. 


, NHE word “inflation” has so many different meanings 


CoMMODITY PRICES 


Between 1939 and March 29, 1947, commodity prices at 
wholesale rose, according to the index number of the Bureau 
of Labor Statistics, from 77.1 to 149.4, an increase of 93.7%. 
From January, 1946 to March 29, 1947 the increase was 
from 107.1 to 149.4. Finally from December, 1946 to 


- March 29, 1947 the increase from 140.9 to 149.4. The in- 


crease in the cost of living from the 1939 figure to February, 
1947 was from 99.4 to 152.8, an increase of 53%. 

Since the middle of March there have been sharp re- 
actions in the most sensitive prices at wholesale, notably 
wheat and hogs. An index of prices of thirty-one foods 
dropped 10% from March 18 to April 29. 


Money, BANK Deposits AND Pusiic DEBT 


Money in circulation in the United States, which stood 
at seven billion dollars in 1939, has risen to twenty-eight 
billion dollars in 1947. The demand deposits plus govern- 
ment deposits in the commercial banks of the United States, 
which stood at $28,695,000,000 in 1939, stood on December 
31, 1946 at ninety-two and a half billion dollars. 

The public debt of the United States Government, which 
stood at forty and a half billions in June, 1939, stood in 
March, 1947 at two hundred and fifty-nine billion dollars. 

The connection between the size of the public debt and 
the volume of bank deposits has been very direct and im- 
mediate. With each succeeding war loan the commercial 


banks bought what the people would not buy, expanding 
their deposits as they did so. On December 31, 1945, after 
the last war loan, the holdings of Government securities by 
the commercial banks stood at $90,613,000,000, and demand 
and Government deposits of the commercial banks stood at 
one hundred and six billions. In the last war loan the Gov- 
ernment very greatly overborrowed, and it began repaying 
part of what it had borrowed from the commercial banks 
out of its deposits with them. Bank holdings of Govern- 
ment securities dropped from $90,613,000,000 to $74,810,- 
000,000 between December, 1945 and December, 1946, and 
deposits dropped correspondingly from one hundred and six 
billions to ninety-two and a half billions. 

In recent weeks we have had a new phenomenon. The 
Government has been paying down part of its public debt 
out of an excess of revenues over expenditures. 

There is danger that some may feel that this last develop- 
ment, the paying down of Government debt in the banks 
out of a fiscal surplus, represents a sufficient turn in the 
tide. But we have still so vast an expansion of bank credit 
and money that very dangerous potentialities would remain 
even if there were further great reduction in volume. We 
cannot possibly make an adequate reduction in the volume 
of bank deposits and of money in circulation by this method 
alone, and there is grave danger, moreover, in having taxes 
as high as they are today, particularly corporation taxes and 
income taxes in the upper brackets. 


Bank Loans 


Since V-J Day there has come another phenomenon in our 
banking figures. The commercial loans of the banks have 
increased at an extraordinary rate. For the Reporting 
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Member Banks alone, in 101 major cities, the figure stood 
at six billions in July, 1945, and at eleven billions in March, 
1947, an increase of 8344%. This is a much greater in- 
crease, both in dollar volume and in percentage, than took 
place in our great post-war boom, 1919-20, when the rise 
in loans from May, 1919 to May, 1920 was about 33%, or 
three and one-third billion dollars, for these same banks.’ 

The real estate loans in these same banks between July, 
1945, and March, 1947, rose from $1,051,000,000 to 
$1,670,000,000, an increase of 59%. 


Scarce Goops AND Forcep WaGE INCREASES 


Now this price rise is by no means due entirely to the in- 
creased quantity of money and bank credit. Through the 
war, goods grew steadily scarcer. We have had since V-J 
Day, as we had following the Armistice of 1919, a tre- 
mendous export of goods from the United States to war- 
stricken countries, far in excess of the volume of goods 
coming in. In the 1919-20 boom this excess was paid for 
to the extent of about three billion dollars by loans made 
by the United States Government to foreign Governments, 
but the major part, or more than three and one-half billions, 
went out financed by private credit. This time very little 
private credit is being given. Practically all of the excess 
has been going out either as outright undisguised gifts by 
the United States Government, or on what we may well 
regard as gifts disguised rather thinly as loans. But in this 
process our markets have been drained of goods, and very 
especially of wheat, which would otherwise be selling here 
at lower prices. 

In the second place we have had since V-J Day an extra- 
ordinary volume of interruptions of production due to strikes 
and labor disturbances. And we have had a low efficiency 
of labor due partly to bad union policies, due in part to the 
fact that men were turning from old jobs to new jobs and 
needed time to learn their new jobs, due partly also to the 
fact that there have been scarcities of particular parts which 
have meant occasional layoffs and which have reduced the 
incentive of men on the job to do full work lest other lay- 
offs should come through the scarcity of essential parts. 
Moreover, our railroads, overworked during the war, have 
been short of freight cars and other facilities and have con- 
stituted a bottleneck at times on production. There have 
been and there remain acute scarcities of particular com- 
modities needed in production, among them special types of 
steel and building materials. There have been inefficiencies 
of management due to strain, tension and uncertainty. We 
have had, moreover, both during and since the war, the 
scarcities created by our forty-hour week legislation. And 
we have had a forced rise in wages, forcing up many other 
prices, through union labor monopolies, backed by Govern- 
ment pressure. 


INFLATIONS MovE IN A ZIGZAG CURVE 


Not even the wildest inflation moves in a straight line 
upward. The most speculative and sensitive prices rise and 
fall repeatedly. In the course of inflation grave distortions 
come. The price and cost system gets badly out of balance. 
In important industries profits turn into heavy losses, as 
their costs mount much faster than their prices. Particular 
prices get so badly out of line that demand falls off sharply. 
Reactions come in which the general level of prices and 
volume of activity break, even though the upswing is sub- 
sequently resumed. A violent inflation is a matter of peaks 
and valleys. There are no financial devices which will level 
inflation off into a smooth plateau. 





1 Available figures do not segregate commercial loans from other 
loans for May, 1919. 








INFLATION, IN Monetary SENSE, Less 1N 1919-20 
THAN Topay 


It was incorrect in 1919-20 to apply the term “infla- 
tion,” in the monetary sense, to the great boom of that 
period, except for part of 1919. The rising bank loans of 
that period were a reflex rather than a cause of the phe- 
nomena that were taking place. They were made with in- 
creasing difficulty. We were firmly on the gold standard 
and we were losing gold to the outside world. We were 
losing gold as well as goods. We could not draw on our 
credits in Europe, where we were sending the great bulk 
of our exports, to pay for the excess imports which we were 
getting from Asia and Latin America, because Europe had 
no surplus credits in these countries either. Europe was 
buying more than she sold in her dealings with them also. 
We therefore had to send out gold to Latin America and 
Asia. The reserves of our Federal Reserve Banks went 
down. ‘The reserves of our member banks were under con- 
stant pressure, and the expansion of bank loans went on at 
steadily rising rates of interest which reached 7% and even 

% for the good customers of great city banks in 1920. 
Today, however, bank credit expands against commercial 
borrowing or other borrowing with the greatest of ease and 
at fantastically low rates of interest. The factor of money 
and bank credit is far more significant in the price rise of 
today than it was in 1919-20. 


FEDERAL RESERVE MANIPULATION OF 
INTEREST RATES 


The gravest danger of all in our present situation is the 
absurdly low rates of interest based on Federal Reserve Bank 
manipulation. The great expansion of bank credit during 
the war would not have been possible if the Federal Re- 
serve Banks had not bought some twenty-four billion dollars 
worth of United States Government securities. When they 
buy Government securities they pay for them with checks 
on themselves which come into the possession of the mem- 
ber banks and which the member banks redeposit with them, 
building up member bank reserves. Bank credit expansion, 
of deposits on the one hand, and of loans and investments 
on the other hand, takes place on the basis of reserves in 
excess of the legal reserve requirements. Since 1933 and 
especially during the war, the Federal Reserve Banks have 
seen to it that the member banks always had sufficient excess 
of reserves to enable them to expand credit at fantastically 
low rates of interest. 

Parenthetically, when one says “Federal Reserve Bank 
manipulation” it may be that the Federal Reserve Banks, as 
banks, should not be charged with the major responsibility 
for this folly. The decisions as to when the Federal Re- 
serve Banks shall buy and sell Government securities are 
made by the Open Market Committee, on which the Board 
of Governors of the Federal Reserve System in Washing- 
ton has had a majority of the votes since 1935, and the 
Federal Reserve Banks are helpless in this matter under the 
law if the Board outvotes the representatives of the Federal 
Reserve Banks on the Open Market Committee. It is 
probable that there are men in the Federal Reserve Banks 
who are as deeply disturbed by these low rates of interest 
as anybody else could be. 


INTEREST RATES AND THE PusBLic Derr 


The existing low interest rates have been made possible 
only by a substitution on a wholly unprecedented scale of 
bank credit for the savings of the people in financing the 
war. This in turn has been made possible only by the 
gigantic purchase of Government securities by the Federal 
Reserve Banks themselves. The low interest rates and the 
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vigantic volume of bank credit and money in circulation 
constitute a continuing threat of a wild inflation. We must 
reverse this process. We must get the Government securi- 
ties out of the banks and out of the Federal Reserve Banks, 
and in the process we must reduce on a great scale the vol- 
ume of bank credit and the volume of money in circulation. 


How To SHRINK THE VOLUME OF MONEY 
AND BANK Deposits 


How is this to be done? It is to be done by offering to 
the people long-term Government bonds at rates of interest 
that will really attract them. What those rates will be I 
do not venture to say. I think that they can be intermediate 
between the existing rates on long Government bonds and 
the rates that the Government paid on its long-term bonds 
in World War I. This view rests on the conviction that 
the effort to raise interest rates, both on Government securi- 
ties and in the general money market, would set into oper- 
ation powerful counterforces tending to hold rates of interest 
down. ‘These counterforces are: 

(1) An adequate rate of interest on savings deposits 
would bring in from the people a great deal of their hoarded 
cash. The existing rates on savings deposits are so low 
that, to many people, they do not make savings deposits 
worth while. This cash, deposited in commercial banks, 
and by them deposited in the Federal Reserve Banks, would 
replenish commercial bank reserves, and tend to hold down 
interest rates. With commercial paper and customers’ loans 
at higher rates of interest, and with bank reserves going 
down as the Federal Reserve Banks sold Government securi- 
ties, the commercial banks would have a real incentive for 
making small depositors welcome on checking accounts by 
reducing service charges or eliminating service charges. They 
would need their cash. They would pull in another large 
part of the twenty-eight billions of money in circulation in 
this way and in the process we should ease off the pressure 
on bank reserves, thus tending to hold interest rates down. 


(2) As the Government sells long-term bonds to the 
people and the people pay for them with checks drawn on 
the commercial banks and the Government uses the funds 
thus obtained in buying back its securities now held by the 
commercial banks, we should see bank deposits going down 
rapidly. This would mean that the legal reserve require- 
ments of the commercial banks would be reduced and this 
would tend to hold interest rates down. 

There is so much slack in the existing volume of bank 
deposits and of money in circulation that a refunding oper- 
ation, in the course of which the Treasury and the Federal 
Reserve System carefully cooperate, could go very far with- 
out raising interest rates high even though we greatly re- 
duced the Federal Reserve banks’ holdings of Government 
securities and even though we very sharply reduced the 
reserves of the member banks by so doing. It is still pos- 
sible to fund the vast floating debt of the Government at 
moderate rates of interest. 

If, however, we let the matter ride until violent inflation 
is upon us and until real question has arisen in the minds 
of the people as to the goodness of the dollar, then the 
‘Treasury will face a very difficult situation. Interest rates 
always rise in a violent inflation, particularly when cur- 
rency distrust is involved. Everybody is eager to borrow 
for speculation in commodities or for the purchase of real 
estate or for the purchase of common stocks, or for the pur- 
chase of anything that has real value. Loans, on the other 
hand, are unattractive. They are no better than dollars. 
They are not as good as dollars because you can’t get dol- 
lars for them until they mature, and meanwhile the dollar 
can have gone down in value a good deal. Lenders, there- 


fore, are increasingly reluctant to lend and demand higher 
and higher rates of interest, which borrowers are perfectly 
willing to pay. In such a situation the Treasury, with its 
great volume of unfunded debt, would have to meet ma- 
turities at steadily rising rates of interest. Its only alterna- 
tives would be (a) to repudiate or (b) to force the Federal 
Reserve banks to purchase more Government securities, 
which would mean more fuel for the inflation. 

Much of this has been emphasized repeatedly in private 
discussion while the war was on, and in public discussion 
since the war, by informed economists and bankers.’ 


THe Post-War Po.icy ofr THE BoarD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


There is as yet no evidence that the Treasury and the 
Federal Reserve System have any intention of reversing 
policy and cleaning up the vast excess of bank deposits and 
money in circulation which they have created. There was 
a very disheartening special report on credit policies sub- 
mitted to Congress on June 17, 1946 by the Board of Gov- 
ernors. The preamble is encouraging. It says, “There can 
be no doubt that the country’s money supply, several times 
greater now than ever before, is and will continue for an 
indefinite time to be much in excess of available goods. 
Under such conditions, with heavy drains of war financing 
no longer existing, public policy calls for vigorous attack 
on the basic causes of inflationary pressures. ‘This, in turn, 
requires that the Government stop and reverse, if possible, 
the process whereby it has created bank credit.” After this 
preamble, however, the Federal Reserve document becomes 
discouraging in the extreme. It declines to reverse the low 
interest rate policy, giving as one reason, “the Reserve 
Board’s assurance to the Treasury that the rate of 74% on 
one year’s certificates will be maintained, if necessary, 
through open market operations.” Its own proposal in- 
volves the request for additional powers for the Board of 
Governors to control the use of bank funds. One request 
is for additional power to raise reserve requirements which, 
if used, would tend to raise interest rates, but as the report 
indicates that they do not wish to raise interest rates, one 
wonders why they ask for this additional power. 

Another very alarming proposal is that the Board be 
given authority to compel the member banks to hold a 
specified percentage of Treasury bills and certificates as 
“secondary reserves” against their net demand deposits. Now 
this use of the term “secondary reserves,” to a man who 
understands banking, is an abuse of the English language 
which it is difficult to characterize justly in temperate words. 
It is an illustration of “New Deal semantics” under which 
the rule is to call a bad thing by a good name, as for ex- 
ample, calling deficit spending “investment.” 

A bank’s secondary reserve is made up of highly liquid 
assets which the bank is free to use at its own discretion. 
It may sell them to get additional funds to meet a run. It 
may sell them to get additional funds to lend to its cus- 
tomers. Country banks regularly accumulate them after 
the crop moving is over so that they may have them avail- 
able when the pressure comes in the following year. Gov- 


1 See, for example, the memorandum by the present writer, en- 
dorsed without reservation by twenty-two other economists, mem- 
bers of the Economists’ National Committee on Monetary Policy, and 
by two other members of the Committee with reservations, which 
was submitted to the Treasury and the Federal Reserve authorities 
while the war was still on, and which was subsequently printed in 
the Commercial and Financial Chronicle of October 18, 1945 under 
the caption “Inflation Control and the Treasury's Borrowing 
Policy.” Reprints of this article are still available from the Capital 
Research Company, 650 South Spring Street, Los Angeles 14, Cali- 
fornia, and from the Economists National Committee on Monetary 
Policy, 1 Madison Avenue, New York 10, New York. 
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ernment securities which a bank must hold as a specified 
percentage of its net demand deposits are not secondary 
reserves. They are fixed investments which can be reduced 
only in a fixed ratio as net demand deposits go down. 

1 denounce this proposal as one which would go far to 
destroy the flexibility and the usefulness of our banking 
system. It evades the real issue, and it muddies the waters. 


Tue Fears REGARDING INCREASED Dest SERVICE AND 
THE CAPITAL STRUCTURE OF BANKS THROUGH 
INCREASED RATES OF INTEREST 

There is fear in the Treasury regarding funding the 
public debt at rates of interest which would attract investor's 
money, on the ground that it would increase very decidedly 
the interest charge on the public debt, making more difficult 
the balancing of the Federal budget. There is fear in the 
Federal Reserve System that increased rates of interest on 
long time Government bonds would bring down the price 
of the existing long-term governments (which is true), and 
that this would impair the capital of those banks which 
now have excessive holdings of long-term Government bonds. 
One may suppose that these two fears have had much to do 
with the delay of the Treasury and in the Federal Reserve 
System in taking the necessary action. 

With respect to the debt service, let it be said that the 
question is merely one of time. As I have already shown, 
a violent inflation will radically raise interest rates which 
the Treasury must pay as it issues new obligations to meet 
maturities on the vast unfunded floating debt. If we act 
promptly we can fund the debt now at moderate rates of 
interest, though the rates will have to be above the existing 
rates. 


BALANCING THE BUDGET 


With respect to the balancing of the budget, it must be 
said that this is a problem which we have not yet realistically 
faced. The fact is that we must contract, rather than ex- 
pand, the functions of the Federal Government drastically 
and radically if we are going to remain solvent. “The neces- 
sity of increasing the debt service in the Government’s ex- 
penditures makes all the more imperative a radical reduc- 
tion of other expenditures. It is difficult for the Congress 
to do this without Executive assistance and against power- 
ful Executive and bureaucratic resistance. “That the bureaus 
have no disposition to contract is strikingly enough evi- 
denced by the increase in the civil servants in the depart- 
ments other than War and Navy by 250,000 people be- 
tween June, 1945 and June, 1946. The Navy and the War 
Departments decreased their civil servants by a greater 
number during that same period. But abolishment of some 
war agencies and cut backs in others seemed to have meant 
merely that many of the “displaced persons” went as refu- 
gees to other Government Departments. We must have a 
drastic cleaning out of the Civil Service and a drastic elimi- 
nation of unneeded Federal Government functions. We 
must even eliminate expenditures for which a good case 
could be made if the Government were rich and could afford 
them. The fact is that the war has made us poorer, and 
that we cannot afford a great deal that we previously 
thought we could afford. 


EXPENDITURES ON VETERANS 


We must contract very radically expenditures on our 
veterans. We love them. They are our sons and daugh- 
ters. But they are not a class apart. There are over eleven 
millions of them. ‘They are in every family. If they act 
politically as a class apart they can, of course, ruin the 
Treasury, ruin the dollar and ruin their families and them- 


selves. Few politicians dare resist them. But they are our 
sons and daughters. They are part of the country. ‘The 
future of the country is theirs. ‘They also are taxpayers. 
They themselves must be taught by those who love them and 
by those among them, a numerous body indeed, who under- 
stand financial matters, to hold back in their demands upon 
the Government. Much indeed of veteran expenditure is 
not in response to veteran demands, but is initiated by poli- 
ticians who hope for veteran votes. 

The demands of our War and Navy Departments for 
funds to keep us in readiness for danger we must also 
scrutinize. We must keep in readiness for danger, but 
keeping solvent and keeping the dollar strong are part of 
that preparation for danger. 


PROTECTING THE CAPITAL STRUCTURE OF BANKS 


With respect to the fear for the capital of banks which 
have too many long-term Government bonds if a refunding 
program at higher rates is carried through, I repeat a pro- 
posal made earlier to let those banks subscribe tor the new 
issues of Government bonds with their old issues, not on 
the same terms as cash subscribers, but at a discount let us 
say of 2% from par, so that they will lose something but 
will not lose their depositors’ money. Let these banks also 
in this process be required to take Government obligations 
of shorter maturity. But let no banker be under the illusion 
that the existing high prices of long-term, low-coupon Gov- 
ernment bonds can be indefinitely maintained even though 
the Federal Reserve Banks now stand ready to buy them. 
The Federal Reserve Banks cannot buy them when, at a 
later time, they are struggling to resist a great indation, 
without feeding the very inflation they are trying to resist. 


QUALITATIVE VERSUS QUANTITATIVE “INFLATION” 


Qualitative “inflation” of the currency comes when gold 
payments of paper money are suspended and the paper goes 
to a discount as measured against gold or as measured against 
foreign exchange of gold standard countries. We had this 
in our Civil War period. The paper money, a dishonored 
promissory note, fluctuated as against gold and sterling ex- 
change with every change in the news that affected the 
prospect of redemption. The Battles of Gettysburg and 
Vicksburg, for example, in 1863 pulled down the gold 
premium from 45% to 22%. The Battle of Chickamauga 
knocked down the Greenback in its relation to gold by about 
4% in a single day. Here was qualitative deterioration. 

The quantity of such paper money outstanding is usually 
a major factor affecting the prospect of redemption. But 
in 1862, the first year of the Greenback period, we had a 
sharp reduction in the quantity of money in circulation. 
Gold disappeared from circulation. State bank notes were 
reduced in volume. Throughout the year there was a money 
shortage. But the money was inferior in quality, and it 
went to a discount, and commodity prices rose, 

We had qualitative inflation when we went off the gold 
standard in early 1933 and when, immediately following the 
Gold Reserve Act of early 1934, the President cut the gold 
content of the dollar to 59.06% of the old gold content so 
that an ounce of gold would make $35.00 instead of making 
$20.67. Here again we were able to measure the qualita- 
tive deterioriation in our money against French francs and 
other gold standard currencies in the foreign exchange mar- 
kets, and also against the price of gold in the London gold 
market. 

The immediate effect, upon commodity prices, of cutting 
the gold content of the dollar was exceedingly disappointing 
to those who thought that currency manipulation could con- 
trol commodity prices, and the effect in the following years 
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was virtually nil. Despite the cutting of the gold dollar, 
the Index of the Bureau of Labor Statistics, which had been 
100 under the old gold dollar in 1926, averaged only 75 in 
1934 and only 77.1 in 1939. We destroyed so much con- 
fidence in the world when we debased our dollar that gold 
rose in value as against goods, and prices, measured in the 
new and smaller gold dollar, rose very little. But it may 
well be that part of the rise in commodity prices since 1939 
represents a belated response to the debasement in 1933-34. 

The great expansion of bank credit that took place in this 
country between June, 1922 and April, 1928, amounting to 
thirteen and one-half billion dollars in deposits and fourteen 
and one-half billion dollars in loans and investments, rep- 
resented not qualitative inflation, but rather a quantitative 
inflation. We stayed on the gold standard. Our commod- 
ity prices did not rise. The great excess of bank credit went 
into stocks, bonds and real estate, and there was a wild 
inflation in the stock market. 

Excess quantity, however, is very apt to impair quality. 
The quality of our bank credit definitely deteriorated with 
this great excess, as was revealed dramatically in the bank 
tragedies which followed in the years 1930 to the banking 
holiday of early ‘a 


RESTORING THE FuLt Gotp STANDARD 


We should restore the full gold standard in the United 
States, but as a preliminary to doing that we should greatly 
reduce the volume of paper money outstanding and the vol- 
ume of bank deposits outstanding so that there will not be 
doubt as to our ability to redeem in gold. To make it pos- 
sible for the Government to protect the quality of our cur- 
rency by paying out gold on demand, we should radically 
reduce the gold demand obligations. Funding the public 
debt on the lines I have described above would accomplish 
this. 

We have not changed the nominal gold content of the 
dollar since February of 1934, and the power of the Presi- 
dent to make a further change in the gold content has been 
taken away from him by Congress. Our legislative status 
with respect to the gold content of the dollar, however, is 
insecure. There are two other provisions of that Gold Re- 
serve Act of 1934 which remain dangerous. They relate 
to the so-called buying price and the so-called selling price 
of gold. The Secretary of the Treasury still has it in his 
power to vary these without reference to the gold content 
of the dollar and without reference to one another. These 
are provisions which should certainly be stricken from the 
law forthwith. 

Despite the great abuses to which our currency system 
has been exposed since early 1933, there has been little evi- 
dence of domestic distrust of the dollar. Down to the out- 
break of the war in ’39 the Treasury performed well in 
releasing gold for export whenever the dollar went to the 
lower gold point in the foreign exchanges. Moreover, 
dentists, jewelers and others who need gold for industrial 
uses can get the gold from the Treasury at the fixed price 
of approximately $35.00 an ounce. We had a great flow 
of gold coming to us because we had, nominally at least, 
a fixed gold content for the dollar whereas Britain and a 
good many other countries had no fixed pars. Moreover 
vast quantities of gold came to us through fear of Hitler 
and through fear of war in Europe. It came not so much 
because Europeans trusted the dollar as because they dis- 
trusted European currencies and the physical safety of gold 
in Europe and the United States seemed to be the least 
dangerous place. Our own people, for the most part, con- 
tinued to trust the dollar. 

Some domestic distrust was manifested in substantial 


purchases of gold in London by Americans. But the effect 
of this was overwhelmed by the great influx of gold sent by 
foreigners who distrusted Europe more. 

Our people could not manifest distrust of the dollar by 
demanding gold from the Treasury or the Federal Reserve 
Banks. It wasn’t available for them. They cannot today. 
But there are other ways in which domestic distrust could 
manifest itself. 

A domestic distrust of the dollar would for one thing 
show itself very speedily in a sharp break in the prices of 
long-term bonds. When the community grows afraid of 
the quality of its money and grows afraid of what the money 
will be worth ten years hence and twenty years hence, it is 
going to have a greatly reduced desire to buy or to hold the 
promises to pay dollars ten years hence and twenty years 
hence. We have not seen anything of that sort since the 
quiet panic in Government bonds in September, 1934. 

We could, of course, have had a manifestation of domestic 
distrust in a great rush to purchase commodities, real estate 
and stocks. We had this as a factor in the stock market 
from time to time in the period 1933 through 1937 and it 
has doubtless been a factor in both stock and real estate 
markets since 1939. It may well have been a factor in our 
great post-war commodity price rise, though I am inclined 
to the view that scarcities, coupled with the pressure of the 
sheer mass of money and credit, and high wages have been 
greater factors in the commodity price movement. 


THE ABSENCE OF FREE GOLD AND 
ForEIGN EXCHANGE MARKETS 


After the Civil War, after the first World War and 
after the debasement of the gold dollar in 1933, free gold 
markets and free foreign exchange markets could register 
promptly qualitative deterioration in a country’s currency. 
But these markets are so tied up with restrictions today that 
they tell a very uncertain story. If we look in the New York 
foreign exchange market we do not find evidence of dis- 
count on the dollar in terms of foreign exchanges. Rather 
we see sterling in one or another form selling at a discount 
in New York well below the so-called official rate of ex- 
change. The official rate of exchange is around $4.02 a 
pound, but sterling currency has lately been selling at $2.95 
to $3.00 in New York, and blocked sterling which can only 
be used in purchasing British Government securities has been 
selling at a greater discount, $2.65 to $2.75. Canadian 
dollars have been selling at a discount of around 9% from 
par in New York. 

But this represents not so much the strength of the dollar 
as the weakness of the currencies of other countries which 
are off the gold standard. The official foreign exchange 
rates of many countries, among them France and India, are 
high above the actual value of their currencies at home and 
mean very little. 

When dollars come into black markets or tolerated free 
markets against these weak currencies, the actual exchange 
rates are much more favorable to the dollar as a rule than 
the published official rates would indicate. 


THE STANDING OF THE DOLLAR IN 
Go.tp MarKets ABROAD 


On the other hand, our dollar has shown startling signs 
of weakness when measured against gold in various foreign 
markets. Whereas an ounce of gold is supposed to be worth 
only $35.00, within recent months it has taken $70.00 and 
$75.00 to buy an ounce of gold in India. In the Argentine 
gold bars have sold in the neighborhood of $40.00 and gold 
coins have sold from $60.00 to $70.00. In Syria and Egypt 
the price of gold has been around $50.00 per ounce. Portu- 
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gal has had quotations around $40.00 and even Switzerland 
has seen a price of about $38.00. In Switzerland, more- 
over, dollar paper currency sells at a discount against Swiss 
francs, as well as gold. 


DiFFIcuULTIES MaApE By INTERNATIONAL MONETARY 
FuNp AND Bretton Woops AGREEMENTS 


Now our gold standard is supposed to be protected in the 
foreign exchanges by the Treasury granting licenses for 
export of gold whenever the dollar goes down to the lower 
gold point, that is to say whenever it would be profitable to 
ship gold to a foreign country. These high quotations for 
gold in terms of American dollars or these startling dis- 
counts on the dollar measured against gold in the foreign 
countries I have named may be due in part to the Treasury’s 
reluctance to let gold go. 

But it seems probable that a great deal of it is due to 
the difficulty which the Treasury would have, or which an 
American bank acting under license from the Treasury 
would have, in getting gold into a foreign country without 
breaking the official exchange rate of that country’s currency 
as against dollars. If the only way in which gold can law- 
fully come into India is through being sold to the Reserve 
Bank of India at the official rate, which is 30¢ to the rupee, 
there is very little which can be done by our Government 
to protect the dollar in the internal gold markets of India. 
If our Treasury, or American banks acting under license of 
the Treasury, could take gold directly from this country to 
the Indian gold markets, selling the gold for rupees at the 
actual price in rupees, and use the rupees thus acquired in 
buying dollars, then very speedily we could bring the dollar 
in India back to $35.00 per ounce of gold. 

The matter is complicated by the existence of the Inter- 
national Monetary Fund and the Bretton Woods Agree- 
ments. These agreements provide that the International 
Monetary Fund shall prescribe a margin above and below 
par value for transactions in gold by members, and that no 
member shall buy or sell gold at a price above or below 
these prescribed margins. The agreements further provide 
that the maximum and minimum rates for exchange trans- 
actions between the currencies of members taking place 
within their territories shall not differ from parity by more 
than 1% in the case of spot transactions and, in the case 
of futures, by a margin which the Fund considers unreason- 
able. Each member country adhering to the Fund under- 
takes to prevent transactions within its own territory which 
shall deviate from these rules. 

Now, in point of fact, transactions are taking place at 
wide margins above and below the nominal parities. The 
Fund itself seems to be sitting helpless. Recent testimony 
by Mr. Harry D. White on April 3, just before his resig- 
nation as American Representative in the Fund, was to the 
effect that so far the Fund had done virtually nothing. 

Mr. White testified that no demand had been made on 
the Fund for foreign exchange, though he expected some 
applications before the year is over. ‘The present pars 
which have been communicated to the Fund are uncertain 
and countries in need of foreign exchange may feel it wise 
not to apply. (Commercial and Financial Chronicle, April 
10, 1947, Page 44.) 

But the existence of the Bretton Woods agreements and 
the limitation which it imposes upon official action by the 
United States in foreign countries may, in part at least, ex- 
plain why our dollar has not been better protected in for- 
eign gold markets. 

Under these circumstances the official foreign exchange 
rates tell us little, and the gold prices and exchange rates in 
isolated markets give us very uncertain clues. Qualitative 


deterioration is difficult to measure with precision when mar- 
kets are not free and when communication among markets 
is restricted.’ 


TALKING Down PRICES 


We seem to have developed in recent years a tradition 
that it is the business of the President to tell prices what 
they ought to do. President Truman in his recent state- 
ment that prices ought to come down is not the first Presi- 
dent to do this. President Roosevelt tried to talk them up 
in 1933 and 1934. He undertook to talk them down in 
the spring of 1937. President Hoover undertook by ad- 
monition to hold up prices and wages after the stock market 
crash in 1929. President Coolidge and Secretary Mellon 
gave out interviews to help the rising stock market in the 
1920’s. Prior to that time nobody had ever supposed that 
it was the business of the President to tell prices what to do. 

President Coolidge’s efforts to help the stock market 
seemed to be successful because the stock market was going 
up anyhow under the impetus of the great flood of cheap 
money that was being released by the Federal Reserve Banks. 
President Hoover’s efforts were unsuccessful because eco- 
nomic fundamentals were heavily against him. We need 
not venture to predict the outcome of President Truman’s 
exhortations. 

But it is clear that if the Government wants to influence 
prices it should act with respect to those underlying causes 
of price changes that are due to governmental policy, and 
not just talk about prices. If the Government would change 
the policy of the Treasury and the Federal Reserve System 
so as to bring about a radical reduction in the volume of 
money and bank deposits, if it will let interest rates rise so 
that they can play their normal role in the price system, if 
it will move for drastic retrenchment in public spending, 
and if the Government gives us labor legislation which will 
bring back a genuinely competitive two-sided labor market, 
it will really remove the greatest inflationary dangers. The 
President cannot do it by merely talking. 

Hitler could control inflation. But Hitler used powers 
which the President of the United States does not possess 
and does not wish to posses. It did not matter to Hitler 
whether his money was sound or not or whether it was 
excessive or not. He fixed prices and wages. He con- 
trolled all foreign exchange transactions. He controlled all 
movements of money across Germany’s frontiers. He con- 
trolled domestic consumption and production. He made 
the farmers keep books showing not merely what they pro- 
duced and what they sold and at what prices they sold 
them, but also what they consumed of their own products 
in their own homes. He accomplished this by having a very 
powerful and ruthless Gestapo, using perhaps one worker 
in every ten in spying upon the rest. He did it by his youth 
movement, which put disloyal spies in the form of sons and 
daughters into almost every home, splitting families asunder 
in their loyalties. He suppressed black markets both in 
commodities and in foreign exchanges. It was not necessary 
for him to make speeches about prices or about foreign ex- 
change rates. But Hitler alone has succeeded in doing this. 
The Russians could not do it with all the ruthless power 
they had. Black markets in foreign exchange existed in 
Russia as late as 1938. They exist there today. 

In a free country like the United States it is not possible 





*To the technical student of monetary theory, let me say that 
this discussion is purposely made as non-technical as possible. I am 
emphasizing the important factors in the present situation. I do 
not accept the quantity theory of money. But one does not need 
to believe in the quantity theory of money to be gravely apprehen- 
sive of the swollen volume of bank credit and money in circulation 
which we have today. 
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tor the Government to play recklessly with the volume of 
the currency in circulation and the volume of bank deposits, 
and at the same time maintain tranquil and steady prices. 


\ Srronc DoLLAR AND A STRONG TREASURY ESSENTIAL 
WHETHER FOR PEACE OR FOR War 


We have lately had a warning from high quarters that 
if we do not stop the inflationary rise of prices we shall 
have a great depression, and that then we shall be unable 
to help the rest of the world or to maintain our commit- 
ments abroad. ‘This needs careful restatement. “To main- 
tain our strong international position we need strong public 
credit and a strong dollar. If the outside world trusts the 
dollar and trusts the credit of the United States Govern- 
ment, we can maintain our commitments abroad whether 
in prosperity or in depression. Depressions we wish to 
ivoid, but a depression is not necessarily a source of weak- 


ness if a war comes. We were in deep depression in 1939, 
with over nine million workers unemployed, yet we fought 
a great war successfully and we poured out a tremendous 
volume of aid to our Allies in every part of the world. It 
may even be said that the great slack in our industrial ca- 
pacity in the depression of 1939 facilitated our war efforts. 
We could not have done this, however, in anything like 
so eftective a way if we had had currency disorders and if 
there had been distrust of the Treasury. To be strong 
abroad we must be financially strong at home. Our dollar 
was a very effective weapon in both World Wars. ‘The 
English pound sterling, tremendously useful in World War 
I, was a very ineffective weapon in World War II. The 
growing doubts regarding the maintenance of peace in the 
world make it all the more imperative that we move with 
promptness and decision in getting our currency and bank- 
ing figures under control and in funding our public debt. 


Our Second Chance 


PREACH AND RUN POLICY A FAILURE 
By DR. HAROLD WILLIS DODDS, President of Princeton University 
Delivered at Princeton's Baccalureate Service, Princeton, New Jersey, June 8, 1947 


“ AS our planet rolls slowly or rapidly in the direction of 
its own eclipse, men’s minds will darken with it. 
Losing their faith in themselves they will look into 

each other's eyes with hatred, and every man’s hand will 

rest lightly upon his dagger . . . Decline and fall will be 
the order of the day.” 

Such was the recent doleful prophecy of a prominent 
author and critic of affairs, popular in literary circles, whose 
observations on the radio and in the magazines reach atten- 
tive audiences. | have quoted him not because | endorse 
his pessimism, for I do not, but because I fear that he has 
expressed in dramatic words the growing disillusionment of 
thousands of young men who in grim moments in the war 
were sustained by the ideal of a new world to come. 

One can cite numerous opinions in the same vein. 

“There is scarcely anything around us but ruin and 
despair.” And another, “I dare not marry; the future is 
so dark and unsettled.” And from an old man on his death 
bed: “I thank God that I am spared the ruin that is gath- 
ering around us.” 

Now the interesting point is that the last three quotations 
are not modern. ‘The first was stated by William Pitt, and 
the second by Wilberforce, one hundred and fifty years ago. 
The third was uttered by the Duke of Wellington in the 
vear 1850. Obviously despair regarding the future of the 
race is No new invention, and in this moment when it threat- 
ens to paralyze our hopes for a better world it is well to 
remember this fact. 

Yet if excessive pessimism immobilizes the will, it is 
equally true that shallow optimism can lull it to sleep, and 
now Is no time to resort to intellectual sleeping pills to quiet 
our fears and alarums. We cannot assume because Pitt and 
Wilbertorce and Wellington were mistaken that there are 
no grounds tor profound anxieties today. 

Lest the spirit of my remarks be misinterpreted, may I try 
to make my thesis clear at the start. As one talks with peo- 
ple of all sorts one seems to discover a growing presumption 
that the recent war accomplished nothing and that another 
one of vastly greater proportions is in the making and may 
break out at any time. As one who has recently had an 


opportunity to examine some of the confidential evidence, I 
utterly reject this probability. If America meets her re- 
sponsibilities we can anticipate a period of peace in which 
United Nations can develop into an adequate agency of law 
and order. But it will not be accomplished if men of good 
will depend on faith without works or if their works are not 
both humane and wise. The world is full of inflammable 
material. A spark dropped almost anywhere could fire it; 
but if America conducts herself with intelligence and patience 
I believe that an explosion is a very remote possibility. 

Towards the end of his life Thomas Jefferson wrote to 
John Adams, “I shall not die without a hope that light and 
liberty are on steady advance.” His confidence did not stem 
from abstract theories of a science of history; it was grounded 
in a dynamic faith which he could not have proved scien- 
tifically to anyone. Nor was it the emotional reaction of a 
man seeking escape from a hostile world. It was a faith 
refined by learning and the wisdom of experience. It is not 
silly optimism to hope, even to believe, that faith and wisdom 
will see us safely through today. 

There are those who like to hark back to the aftermath 
of World War I as proof that failure is inevitable this time. 
But more reasonable and rational folk will say rather, “Let 
us frankly examine our mistakes following World War I 
that we may capitalize the lessons of history and avoid simi- 
lar errors in the future.” The wisdom of this procedure is 
so obvious as to be trite, but unfortunately not all men in 
positions of public influence are aware of it. 

We, who were the younger generation in World War I, 
were prone to believe that the war was caused by the stu- 
pidity and selfishness of old men. We became deeply stirred 
by the moral issues as Woodrow Wilson expounded them, 
but we were certain that when our turn came after the war 
we would change things so that it would never happen again. 
But when put to the test we did not carry through our youth- 
ful good intentions, and the very generation that was to 
prevent its happening again brought it about that it did 
happen. ‘There were several reasons for our failure. 

First was the post-war emotional let-down which followed 
the period of unseasoned idealism and exaggerated expecta- 
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tions of an easy road to a new paradise. A nation, no more 
than a man, can stand on his emotional tip-toes continuously, 
but we did not know it at the time. A post-war moral slump 
was bound to occur. It manifested itself in isolationism in 
world affairs and in a pervading materialism in domestic life. 
The economic absurdities of the 1920's were one of the symp- 
toms of spiritual fatigue and the national decline from the 
spiritual heights to which Woodrow Wilson had lifted 
young and old alike. “A chicken in every pot” replaced 
making “the world safe for democracy” as the goal of our 
manifest destiny. It was to turn out that both were as yet 
unattainable and the end was disaster, but we paid no heed 
to the few wise prophets who sought to warn us of our fate, 
for we knew better. Your attitude toward World War II 
was less exuberant and much more matter of fact. Our 
chance now to escape as extreme an emotional reaction from 
the sacrifice of war to self-indulgent peace, is therefore better 
than the last time. 

Second, being still in a stage of national adolescence in 
respect to international relations Americans vastly underesti- 
mated the difficulties in the way of a new world order. 
When the League of Nations failed, for causes for which we 
should be ashamed but which reached far deeper than the 
obstructionism of some United States senators, we gave up 
and went back to sleep. We declared a peace to ourselves 
when there was no peace. 

Third, large elements of the intellectual leadership of 
America succumbed to a grave attack of remorse over our 
part in the war. ‘They literally wallowed in self-blame. 
Virtue, they discovered, had all along been with the Ger- 
mans. America and her Allies had been the sinful party. 
Respectable historians stressed the malignancy of Germany’s 
late opponents and the innocence of German Policy. The 
Peace of Versailles was painted as unmitigated folly and 
greed. It seemed that only those writers who depreciated 
America could hope for a heavy sale of their books. Many 
young Americans lost confidence in themselves and their fit- 
ness to contribute a man’s part to a new world. Democracy 
was presented to them as a cunningly devised system of ex- 
ploitation and corruption. Such de-bunking philosophy was 
no inspiration to great deeds; it was a blinder to our eyes 
and a palsy to our national will, and we paid for it dearly. 

Fourth, national deliberation of the will extended to 
private conduct and manners. The post-war decade became 
a field day for vulgarity. An “advanced thinker” was one 
who scorned the ordinary respectabilities. Only those who 
lived through it can realize, for example, how much the 
popularization and debasement of psychoanalysis influenced 
the attitudes of thousands towards the basic elements of 
moral conduct. That so much nonsense could be circulated 
and believed was sufficient commentary on the intellectual 
disorganization of the era which followed World War I. 

Fifth, and this is of importance to all veterans of World 
War II, the veterans themselves failed to exert the promised 
leadership towards a brave new world. It was not all their 
fault. While the shooting war lasted the older generation 
were vocal in their acknowledgement of their debt to youth 
and the right of youth to be heard when they returned. Yet 
when they did come back their elders showed a firm re- 
luctance to give place to young veterans and an equally firm 
intention to keep the reins of government in their own hands. 
But to keep the record straight, it must be said that the 
veterans in their organized capacities lost the moral influence 
they might have exerted by placing their claims as veterans 
ahead of their responsibilities as citizens. Their most pow- 
erfully organized pressure groups crystallized around de- 
mands for public assistance for themselves. The idealism 
of the war did not continue into the organized activities of 


those who fought it. In this there was nothing unique. It 
has happened after all wars. 

These are some of the reasons for our nation’s failure 
between the two World Wars. Having experienced them 
so recently we are in a better position to avoid them this 
time. But I am bound to say to you who will graduate to- 
morrow, hackneyed though it may be in your ears, that our 
hopes all rest with you. America has no other place to turn. 
You are not supermen or gods, and you will perform no 
superhuman miracles, but you can succeed in doing what 
must be done. 

America is now having her second chance. The last time 
we followed the policy of preach and run. I do not think 
that we shall be guilty of such unseemly behavior this time. 

True, United Nations has not gained either the moral 
influence or political strength we hoped for it at San Fran- 
cisco. But if one takes a longer view back over history and 
from the vantage point of historical perspective considers 
the sweeping transformations in habits and institutions re- 
quired to establish the reign of law among nations, progress 
to date seems more encouraging. From the standpoint of 
mere logic, world government and a durable peace are so 
desirable and reasonable that many assume that they would 
be established overnight except for the sinful ambitions of 
statesmen. 

But, although the hearts of millions yearn for peace, 
scholars versed in the history of social institutions are not 
surprised that an international government did not spring 
full blown overnight. We may well be disappointed at the 
degree to which raw aggression has survived in the world 
after such costly experiences with it, but when viewed his- 
torically and sociologically world government is the most 
radical and difficult reformation ever attempted, consciously 
and purposively, by civilized man, and it will take some time. 

Americans are particuarly subject to easy discouragement 
over the course which United Nations is taking, because of a 
rather naive faith in the power of bodies like legislatures and 
constitutional conventions to change things by legal fiat. We 
forget that only those peoples of most advanced political 
maturity have had satisfactory experience with these tools. 
The vast majority of the peoples of the world, including 
some of great potential power, are unfamiliar with the work- 
ings of representative government, which expresses the spir- 
itual basis of United Nations as it seeks to substitute the 
reign of law for the reign of force among states still jealous 
of their sovereignty. To a Russian, blinded by communism 
and with no knowledge of or respect for democracy, what 
we value as the essentials of government and the rule of 
law appear as the trappings of a hostile and decadent capi- 
talism, no fit model for world government. 

It is to be expected that peoples unacquainted with popu- 
lar elections, majority rule and the judicial settlement of 
private disputes, will immediately be willing overnight to 
entrust their security to an external agency so foreign to 
their experience as United Nations? Is it surprising that 
their national aims and national security can be best achieved 
by the familiar elemental method of force? I think not. 
And I think that America should not be discouraged when 
progress seems slow, perhaps almost hopeless at times, but 
should steadfastly and patiently, but firmly, lead to world 
order, to a true parliament of man. 

Let us not forget, in our haste to make the world over 
(and I agree it needs making over) that the social institu- 
tions which we now enjoy, of which popular government 
is one, were not created over night. They root in the past; 
in habit, consent and custom; in irrational emotions as well 
as in logical will. Let us realize that supra-national organ- 
ization must begin modestly, and that it must earn its way 
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and win respect as it goes along. Let us realize that if we 

re to have peace during the formative period which United 
Nations must have to develop, it will be on a basis of wor!d 
equilibrium and power. Much as we hoped during the war 
vears that all thought of balance of power would be wiped 
off the earth, let us now realistically confess that this has 
not been done yet, that America has inescapably become a 
part of a world in which balance of power is still at the 
bottom of international order; and that, by forces beyond 
our control, the world has been thrown back on balance of 
power for the maintenance of peace during that period in 
which United Nations may gather prestige and confidence 
to itself. We wish profoundly that it were otherwise, but 
there is no practical alternative at hand. 

I realize that all this may sound to you as either the bab- 
blings of a born reactionary or the prating of a scared aid 
disillusioned idealist. I deny that I am either. During the 
war | preached the need for the philosophy of gradualism 
in thinking about world government, and recent develop- 
ments have proved that this is the only approach we have. 

| appreciate further that my remarks may seem to be in 
unseemly discord with the spirit of optimism which should 
animate a baccalaureate address. But in the face of world 
conditions I cannot muster the impertinence to insult your 
intelligence with a hollow bit of inspirational sermonizing. 
But I similarly reject the shallow oratory which screams that 
we are in the closing days of a bankrupt civilization. And 1 
assume that men graduating from Princeton are equipped 
intellectually to be realists regarding the facts of life while 
retaining their idealism regarding human possibilities and as- 
pirations. Only those who combine sobering knowledge with 
endless hope are competent to find the way for us. 

Let us not gloss over the fact that America’s role will 
be difficult. While we are being patient we must at the same 
time be firm; while being able and willing to fight, we must 
work unceasingly to bring about the reign of law and to 
destroy the reign of force. We must not employ our power 
except for the ultimate purpose of strengthening the agencies 
of international law and order. We must abjure all use of 
torce at the expense of the just rights of others. If we recon- 
cile these two diverse but necessary courses—the one the 
compulsion to be strong that we may lead, and the other the 
necessity to work ceaselessly for a world in which force will 
vield to law—we can bring about a just and durable peace. 
| venture the prophecy that there is a period of peace ahead 
and that it will be sufficient for the establishment of that 
measure of international government which will afford a 
better way of settling disputes than the age-old one of war. 

It is a sobering thought that the hope of the world now 
rests with America; without us this hope will fail. If 
America is to fulfill that hope, she must be strong. And I 
am not thinking primarily of military strength, but of those 
qualities of life which make nations strong in spirit. We 
must have a prosperous America in whose healthy economy 
subversive philosophies will find no cesspools in which to 
breed; a harmonious America, blessed with physical and 
mental health, tempered by mutual respect and quickened by 
a basic common faith in the democratic principle. Above all 
must we have a morally enlightened America. Failing this 
our industrial and military strength will become a cosmic 
menace, a horror running amuck in the world. Unless we 
can achieve these necessary elements of national strength we 
shall fail the world in this its hour of need. It is a tough 
assignment that | have sketched for you young men. 

Some frankly doubt that we shall be equal to it. Democ- 
racy has lost its dynamic, they say. It has become fat and 
infirm. Its citizens do not possess the zeal to sacrifice petty 
interests for the larger good which will enable it to prosper 





in competition with virile but dehumanizing ideologies. You 
are familiar with the indictment, and it is you who will prove 
that the charge is false. 

You have enjoyed special privileges and you carry special 
responsibilities accordingly. Sancho Panza, the shrewd and 
matter-of-fact squire of Don Quixote whose conversation, 
you will recall, bristled with pithy proverbs, remarked, “If 
they give you a cow you have to carry a rope.” The impli- 
cation is, why assume the burden of responsibility that goes 
with a gift. But you have already accepted the gift. You 
are among the most favored of mankind and you will have 
to carry the rope of heavier responsibility than the mass of 
mankind will be called to account for. No providential 
bounty will be poured out on our land beyond what you earn 
for it. The democratic system is not self-operating. “There 
is no alchemy in the ballot box,” wrote William G. Sumner 
many years ago. “It transmits no base metal into gold. It 
gives out just what was put in.” Democracy provides that 
the decision will be by the voice of the people but there is 
no guarantee that the voice of the people is the voice of God. 
We have seen in recent years that it may be the voice of the 
devil. 

By what standards shall the voters choose? Unless their 
choice is made for a purpose which is fundamentally spiritual, 
democracies will stagger and fall. Dictatorships may play 
both ends against the middle but democracies cannot. 
Mechanical counting of votes does not lead to good results, 
if the people have lost sight of truth. 

For this reason, the deepest issues of the future begin and 
end with the cause to which this Chapel is dedicated. Man 
shares with the animals his need for shelter, food and drink. 
But he differs from them in his power of self-conscious 
thought. Whether he likes it or not he cannot escape the 
need to understand his destiny. Some elect to resolve their 
troubles by faith in science. Some rely on the inherent good- 
ness which they impute to mankind. Others prefer to put 
their hope in fatalism or blind chance. But note in each 
case that the problem of one’s destiny is resolved by an act 
of faith, not by knowledge revealed by our physical senses. 
In each case recourse is taken to some force, greater than 
our ordinary selves, in which we can lose our doubts and 
satisfy our unquenchable thirst for a haven for the soul. 

Some years ago I came across an article by a rather violent 
young man, about the age of the older among you of the 
graduating class, who was described in effusive terms by the 
editor as the spokesman of a skeptical generation. All doc- 
trines of a personal God and of a life after death he dis- 
missed as “cowardly fictions.” Although he denied the 
natural goodness of man (a view which the last decade amply 
supports) he believed that some how man will be able to 
work out his happiness for himself by his own courage and 
determination. We have heard a great deal recently about 
the new philosophy of atheistic existentialism (quite a mouth- 
filling phrase), and its gospel of despair that tells us that 
this is man’s world alone, that there is no power that can 
help him extricate himself from its anguish and suffering. 
Man has only his ego; he must establish his dignity and 
worth himself. There is no God. 

This is a large order which the human race will never be 
able to fill by its own strength alone. The average man 
understands better than some philosophers the internal con- 
tradiction that vitiates all doctrines of self-worship. In the 
modern phraseology of an eminent scientist, he knows that 
“the hypothesis of God gives a more reasonable interpreta- 
tion of the world than any other.” This University was 
founded in response to our divine thirst for something that 
will not perish; our craving for fellowship with the eternal 
which drives us to faith in an unknown permanence which in 
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our innermost souls we know to be real and good. This 
Chapel stands today as the symbol of that truth and of the 
University’s continued acceptance of it. 

I submit that it is wholly natural and reasonable to yield 
one’s destiny to someone, not a force or a tendency, but the 
Lord God Almighty, a being in personal relationship to each 
of us, of infinite goodness whose ways are not the ways of 
man but who will reveal His ways to us if we but listen and 
heed. 

Here is the dynamism that democracy requires. The 
ethics of the democratic way of life, which set the pattern 
by which peace and brotherhood can be achieved, stem 
straight from the Christian faith. To believe in it is to me 
so reasonable that I am at loss to understand why an intelli- 
gent person will sometimes go to such extreme lengths to 
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avoid such a simple hope and such a rational conclusion to 
an otherwise endless riddle. 

“God is our refuge and strength,” (said the Psalmist) ‘‘a 
very present help in time of trouble. 

“Therefore will not we fear, though the earth be removed 
and though the mountains be carried into the midst of the 
sea. 

“The Lord of Hosts is with us; the God of Jacob is our 
refuge.” 

This song of hope and confidence has come down through 
the centuries, as bright and gleaming today as when it was 
first composed. If America will make this psalm its own, 
if she will resolve to be worthy of the blessing it promises 
to those who merit it, our deepest anxieties for the future 
will be put to rest. 


Training Essential 


By HARRY S. TRUMAN, President of the United States 


ADIES and Gentlemen: The President of Princeton 
University spoke of crises in education a minute ago. 
He should sit in my chair about an hour and a half. 

It is with a great deal of pleasure, and much pride, that I 
am now able to count myself as a member of the Princeton 
family. Princeton University has conferred an honor upon 
me for which I am deeply grateful. I consider it a special 
privilege to have received the degree of Doctor of Laws at 
the final convocation of the bicentennial year in the presence 
of this distinguished company. 

On an earlier occasion of equal significance in the history 
of this university the President of the United States, Grover 
Cleveland, spoke in 1896 at the Princeton sesquicentennial 
ceremonies. President Cleveland seized that opportunity to 
charge our colleges and universities with the task of supply- 
ing a “constant stream of thoughtful, educated men” to the 
body politic—men who were eager to perform public service 
for the benefit of the nation. He chided our institutions of 
higher learning for their lack of interest in public affairs 
and held them responsible for the disdain with which many 
of the best-educated men of the day viewed politics and pub- 
lic affairs. 


Task Is More IMporTANT 


Happily for us, that attitude on the part of our universi- 
ties vanished long ago. I am certain that no observer of the 
American scene in recent years has detected any reluctance 
on the part of our educators to enter the political arena when 
their services have been needed. And our schools have made 
much progress in supplying the “constant stream of thought- 
ful, educated men” for public service called for by President 
Cleveland half a century ago. 

That task is more important today than at any previous 
time in our national history. 

In our free society, knowledge and learning are endowed 
with a public purpose—a noble purpose, close to the heart of 
democracy. That purpose is to help men and women develop 
their talents for the benefit of their fellow citizens. Our 
advance in the natural sciences has led to almost miraculous 
achievements, but we have less reason to be proud of our 
progress in developing the capacity among men for co-oper- 
ative living. In the present critical stage of world history 
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we need, more than ever before, to enlist all our native 
integrity and industry in the conduct of our common affairs. 

The role of the United States is changing more rapidly 
than in any previous period of our history. We have had 
to assume world-wide responsibilities and commitments. Our 
people have placed their trust in the government as the 
guardian of our democratic ideals and the instrument 
through which we work for enduring peace. 

The success of the government’s efforts in achieving these 
ends will depend upon the quality of citizenship of our 
people. It will also depend upon the extent to which our 
leaders in business, labor, the professions, agriculture and 
every other field appreciate the role of their government and 
the greatness of its tasks. 

Our schools must train future leaders in all fields to un- 
derstand and concern themselves with the expanded role of 
government and—equally important—to see the need for 
effective administration of the government’s business in the 
public interest. 

I call your attention particularly to the problem of effec- 
tive administration within the government, where matters 
of unprecedented magnitude and complexity confront the 
public servant. If our national policies are to succeed they 
must be administered by officials with broad experience, 
mature outlook and sound judgment. There is, however, a 
critical shortage of such men—men who possess the capacity 
to deal with great affairs of state. 

The government has recruited from our academic institu- 
tions many members of its professional staffs—geologists, 
physicists, lawyers, economists and others with specialized 
training. These men are essential to the conduct of the 
government and the welfare of the nation. But we have 
been much less effective in obtaining persons with broad 
understanding and an aptitude for management. We need 
men who can turn a group of specialists into a working team 
and who can combine imagination and practicability into a 
sound public program. ; 

All large organizations, public or private, depend on the 
teamwork of specialists. Co-ordination is achieved by ad- 
ministrators trained to assemble the fruits of specialized 
knowledge and to build on that foundation a sound final 
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Men trained for this kind of administrative and 
political leadership are rare indeed. 


ae sion. 


In the task of finding and training men and women who 
will add strength to the public service, universities have a 
particular responsibility. “hey should develop in their stu- 
dents the capacity for seeing and meeting social problems as 


a whole and for relating special knowledge to broad issues. ° 


They should study the needs of government and encourage 
men and women with exceptional interests and aptitudes 
long the necessary lines to enter the government service. 

‘The Woodrow Wilson School of Public and International 
\ffairs of this university was established with this purpose 
in mind. It seeks to prepare students for public careers. 
it is significant that the school bears the name of a statesman 
whose concept of civic duty contributed so much to the nation 
and to the world. 

Of course, the government can not and does not expect 
to rely entirely upon our educational institutions for its ad- 
ministrators. It must bring into service from business ard 
labor, and the professions, the best qualified persons to fill 
posts at all levels. 

‘The government must take several steps to make its career 
service more attractive to the kind of men and women it 
needs. 

Salary limitations prevent the government, in many in- 
tances, from securing the kind of executives required to 
manage its vital activities. Capable administrators are too 
frequently drawn away from government to private positions 
with salaries many times what they could earn in government 
service. This situation can be remedied only by laws to 
bring salaries more nearly into line with the heavy responsi- 
bilities that executives carry at the higher levels in the public 
service, 

The complexities of the tasks now facing our top officials 
force them to spend most of their time in studying matters 
ot policy. These officials should be supported by a career 
yroup of administrators skilled in the various aspects of man- 
agement. If capable men and women can look forward to 
holding such posts as a reward for able service, they will be 
nore eager to accept government employment. 


‘TRAINING PLAN ProposeD 


Because of the difficult tasks of government today, we 
should plan a program for the systematic training of civilian 
employees once they have entered the public service. It 1s 
not generally possible at the present time for the Federal 
government to send its employees to universities for special 
short-term training programs. Nor is it permissible under 
existing law to spend Federal funds for government schools 
to develop the knowledge and techniques required by officials 
in their work. 

‘This is a problem that can be solved only by the joint 
ettorts of the government and the universities. Training 
programs can be formulated, both on the job and on the 
campus. The government must make provision for its em- 
plovees to participate. The universities will.need to provide 
courses well adapted to increasing the effectiveness of the 
employee in his job. Such a plan is certain to pay substan- 
tial dividends. 

| have been speaking about the important contribution 
which educational institutions can make in the service of the 
nation through preparing men and women to administer our 
tar-Hlung public enterprises. 

Another contribution which I regard as important at this 
time is support for a program of universal training. I con- 
sider such a program vital to the national welfare. Since 
universal training necessarily affects young men of college 








age, | believe that our educational institutions should be par- 
ticularly aware of the need for such a program and what it 
can accomplish. 

The recent war left in its wake a tremendous task of re- 
pair and reconstruction, of building a new and orderly world 
out of the economic and social chaos of the old. It is a task 
too great for us, or for any other nation, to undertake alone. 
Even though we are contributing generously and whole- 
heartedly no single nation has the means to set the world 
aright. It is a job for all nations to do together. Unfor- 
tunately, however, generosity of impulse and abundant good 
will are not enough, to insure the political stability essential 
to social and economic reconstruction. Peace-loving nations 
can make only slow progress toward the attainment of a 
stable world—in which all peoples are free to work out their 
own destinies in their own way—unless their moral leader- 
ship is supported by strength. 

Weakness on our part would stir fear among small or 
weakened nations that we were giving up our world leader- 
ship. It would seem to them that we lacked the will to 
fulfill our pledge to aid free and independent nations to 
maintain their freedoms, or our commitments to aid in re- 
storing war-torn economies. In such an atmosphere of un- 
certainty these nations might not be able to resist the 
encroachments of totalitarian pressures. 

We must not let friendly nations go by default. 

A few days ago I sent to the Congress a report outlining 
a program designed to provide this country with the military 
strength required to support our foreign policy until such 
time as the growing authority of the United Nations will 
make such strength unnecessary. That report was prepared 
by an advisory commission of distinguished citizens, one of 
whom was President Dodds. The commission reported its 
belief that the United States should have small professional 
armed forces. These should be supported by a reserve of 
trained citizens derived from a carefully planned program of 
universal training for young men. Without such training, 
in the opinion of the commission, we can not maintain effec- 
tive reserves. Hence the commission regards universal 
training as an essential element in a balanced program for 
security. 

Universal training represents the most democratic, the 
most economical and the most effective method of maintain- 
ing the military strength we need. It is the only way that 
such strength can be achieved without imposing a ruinous 
burden on our economy through the maintenance of a large 
standing armed force. 

The justification for universal training is its military 
necessity. However, it is a matter of deep concern to me 
that the training program shall be carried out in a manner 
that will contribute materially to the health and character 
of our young men. I am certain that the kind of training 
recommended in the report of the advisory commission will 
not only make our youth better equipped to serve their coun- 
try, but better mentally, morally and physically. The experi- 
ence of living together and fulfilling a common responsibility 
should strengthen the spirit of democracy. It will be an 
experience in democratic living out of which should come 
in increased measure the unity so beneficial to the welfare 
of the nation. 

We must remember, above all, that these men would not 
be training in order to win a war, but in order to prevent 
one. 

I am confident that our educational institutions under- 
stand the need for universal training and recognize it as a 
vital responsibility of citizenship in our day. 

The obligations of our educational institutions which I 
have been discussing are great, but in the world today there 
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is a still greater obligation. It is the obligation of service 
to all nations in the cause of lasting peace. 

There can be no greater service to mankind, and no nobler 
mission, than devotion to world peace. 

The course has been charted. 

The constitution of the United Nations Educational, Sci- 
entific and Cultural Organization states the basic truths by 
which we must be guided. That constitution reads: “Since 
wars begin in the minds of men, it is in the minds of men 
that defenses of peace must be constructed.” 

The construction of the defenses of peace in the minds 
of men is the supreme task which our educational institutions 
must set for themselves. 

This convocation is a symbol of what our educational in- 
stitutions can do in the cause of peace. It marks the end 
of a great series of conferences attended by scholars from 


all over the world who assembled here for free discussion 
of the most challenging problems facing men today. 

The special significance of these meetings is that they re- 
stored bonds in many fields of learning between our own and 
other lands—bonds which had been impaired by the war. 
The resumption of meetings of scholars, businessmen, relig- 
ious leaders and government officials is evidence of our con- 
viction that the peace must “be founded, if it is not to fail, 
upon the intellectual solidarity of mankind.” 

Free and inquiring minds, with unlimited access to the 
sources of knowledge, can be the architects of a peaceful 
and prosperous world. 

As we gain increasing understanding of man, comparable 
to our increasing understanding of matter, we shall develop, 
with God’s grace, the ability of nations to work together and 
live together in lasting peace. 


The Problem of Compromise 


UNDER WHAT CONDITIONS IS COMPROMISE PERMISSIBLE? 
By CHARLES SEYMOUR, President of Yale University, New Haven, Connecticut 


Baccalaureate Address, Yale Commencement Exercises, New Haven, Conn., June 16, 1947 


HF other day, following a very pleasant habit which 

I recommend, | was rereading Tom Brown's School- 

days at Rugby and came upon the incident in which 
Tom and his friends East and Arthur studying their Bible 
assignment found themselves in warm discussion over the 
story of Naaman the leper, in the second book of Kings. 
You will remember the main outline of the narrative. Naa- 
man, captain of the host of the king of Syria, “a great man 
with his master, and honorable,’ was a victim of leprosy. 
Through the counsel of a captive Jewish maid he was 
brought to seek healing at the hands of the Hebrew prophet 
Elisha. ‘So Naaman came with his horses and with his 
chariot and stood at the door of the house of Elisha. And 
Elisha sent a messenger unto him saying, Go and wash in 
Jordan seven times, and thy flesh shall come again to thee, 
and Thou shalt be clean.” 

The Syrian warrior at first offended by the simplicity of 
the process was nevertheless persuaded to follow it, “and 
his flesh came again like unto the flesh of a little child and 
he was clean.”” He was also converted to the religion pro- 
fessed by Elisha, at least to this extent, for he avowed in 
his gratitude, “Behold now I know that there is no God 
in all the earth but in Israel.” But the conversion was not 
without compromise. “In this thing,’ Naaman begged, 
“the Lord pardon thy servant, that when my master goeth 
into the house of Rimmon to worship there and he leaneth 
on my hand, and I bow myself in the house of Rimmon: 
when I bow down myself in the house of Rimmon the Lord 
pardon thy servant in this thing.” We read on with con- 
siderable interest to get the prophet’s reply, for this question 
involves a moral issue of importance. Elisha was a man of 
some definiteness of action and of speech. When a group 
of ill-mannered children had mocked him for his baldness 
he did not hesitate to despatch two she bears who tore up 
forty and two of the juvenile gathering. On this occasion 
we might expect a tart comment on the sincerity of Naaman’s 
conversion. But Elisha was surprisingly vague. He merely 
said to him “Go in peace” and he refused any recompense. 

Tom Brown and his school mates disagreed as to the 
proper interpretation of the prophet’s words. Arthur averred 
that they gave to Naaman the desired assurance that his 


equivocal conduct in the house of Rimmon would be under- 
stood by the Lord and forgiven. But Tom took the point 
of view that Elisha, thoroughly disgusted with such moral 
cowardice, was simply telling the Syrian that he was utterly 
through with him. “You're not the man I took you for.” 
“T hate half measures and compromises.” “‘Yes, he’s a whole- 
hog man, is Tom.” laughed East. “Must have the whole 
animal, hair, and teeth, claws and tail. Sooner have no 
bread any day than half the loaf.” Into this serious school- 
boy debate I do not propose at this time to inject myself. 
But the story and its interpretation touches a vital problem 
in our individual and our social life—under what conditions 
is compromise permissible or desirable ? 


Nature of Compromise: Compromise of some sort is in- 
volved, as in the case of Naaman, in the individual's rela- 
tions with his own conscience; it is enforced upon us by the 
conditions of our daily life with other individuals; it is an 
essential aspect of political organization, whether national 
or international. It is a sort of barter—a yielding of some- 
thing for the sake of receiving something. It is a recog- 
nition of the fact that we are not, as individuals or groups, 
wholly independent. It may call for approval or the con- 
trary. An uncompromising man may be admired for his 
determination or criticized for his obstinacy. It is inspired 
frequently as we all know by motives which are unworthy 
or even despicable. Hence our everyday use of the term 
is apt to carry unpleasant if not disgraceful connotations. 
A man is caught, we say in a “compromising situation,” or 
a woman has “compromised her reputation.” Sensational 
law-suits hinge upon the discovery of “compromising docu- 
ments.” Obviously it is a process which easily degenerates 
into a method of dealing with one’s self or others that can- 
not be tolerated by society. 

And yet it is a process which may serve the highest of 
human purposes. Edmund Burke, in his speech On Con- 
ciliation with America, declared: ‘All government,— 
indeed every human benefit and enjoyment, every virtue 
and every prudent act,—is founded on compromise and 
barter.” The noblest of all institutions of western society, 
the family, preceding from the marriage tie, could not persist 
tor a week except upon the basis of compromise. Consider 
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the stories told and retold by the husband to dinner guests 
which the patient wife must endure, the bad manners of 
the young, and the stuffy idiosyncracies of their elders. As 
Shaw said, “If parents could only realize how they bore their 
children.” The process of give and take in the family is 
not merely justified, it is necessary and if it is effectively 
practiced it approaches a sort of saintliness. 

Compromise is the heart of business. If the Economists 
will still permit us to believe in the law of supply and 
demand we have to recognize that to do business the gap 
that exists between the price demanded and that offered 
must be closed by mutual concession. Whether we like 
or dislike the way in which disputes between management 
and labor have been settled, it is a fact that settlement has 
only been possible through compromise; a fair compromise 
if you got the best of the bargain, unfair if you got the 
worst, but in either case a yielding of position for which 
the value of industrial peace, at least for the moment, was 
acquired. 

Suppose that we end in a state-controlled economy, deter- 
mining prices, compelling both management and labor to 
accept an ironclad control. We have then merely trans- 
lated our economic problems over into the political field, 
a field in which the art of compromise is of critical impor- 
tance to successful government. In the everyday life of 
Congress no bill of large significance could ever become law 
except after passing through the stage of compromise. It 
is vital to stability of government. Of all the nations of 
the western world Great Britain and the United States 
have been the only ones to escape the ravage of revolutions, 
which have held up the steady evolution toward a free 
democracy which has characterized the Anglo-Saxon nations. 
The reason has to be sought primarily in this capacity for 
political compromise. The development of the British 
parliament, the oldest and on the whole the most success- 
ful of political deliberative bodies, was characterized by 
constant compromise, first between crown and nobility, then 
between landed gentry and urban population, latterly be- 
tween industrial or commercial power and labor, Our 
own federal constitution could not have come into being 
except upon the basis of compromise and, with a single 
exception important for us to keep in mind before reaching 
the end of the argument, by means of compromise we have 
settled peacefully and up to the last fifteen years, effectively, 
every major difference of domestic opinion. 

Consider also in the history of our American interna- 
tional relations how far we have been dependent upon the 
friendship of Great Britain and the number of occasions 
upon which the mutual capacity for conciliation has pre- 
served that relationship from wreckage. Without the dis- 
position to compromise we might easily have found ourselves 
at war with the British over the Oregon frontier, the Trent 
case, the Alabama claims, the Venezuela affair. 

The argument for compromise is stronger still if one 
admits as valid the “might have beens” of history, the 
instances where disaster could have been avoided if the 
proper sort of bargain had been struck. It is not difficult 
to imagine that the first world war itself and with all its 
consequences might have been averted by an active, coura- 
geous and intelligent diplomacy skilled in the art of com- 
promise. Europe slipped and slithered into that war, which 
no responsible leader desired for lack of ability to strike a 
bargain between the interests of Slavs on the one hand and 
Germans on the other—interests which, at that stage at 
least, were by no means irreconcilable. 

The most striking instance in modern times of personal 
tragedy resulting from incapacity for compromise is that of 
Woodrow Wilson. Here is a great statesman, potentially 


the greatest American statesman of recent years, exercising 
in both his educational and his political career an influence 
of the most far-reaching scope, the originator of collegiate 
plans and methods which have vitally affected academic life 
at Yale and Harvard as well as at Princeton; in the broader 
field of international politics he was acclaimed at Geneva 
as the founder of the League of Nations. But in each 
aspect of his career he suffered a crushing defeat, and on 
each occasion the fall from a position of exalted power and 
apparent impregnability is traceable to his incapacity to 
recognize the issues that might be wisely compromised and 
his inattention to the all-important details of method and 
timing of conciliation. It resulted, as one of his friends 
sadly remarked, that Wilson’s career can be compared only 
to that of the baseball player who made a home run but 
failed to touch third base. 

And yet a moment’s consideration will remind us that 
in politics as in the life of an individual there are occa- 
sions when compromise leads to calamity and where a firm 
refusal to make concession is the only means of salvation. 
The British genius for compromise was never more ill-starred 
than when in 1938 Neville Chamberlain embarked upon 
the negotiations with Hitler that resulted in the Munich 
Pact. This was the culmination of a series of concessions 
which merely put the Fuhrer in a position to embark upon 
renewed aggression. The irony of the Prime Minister’s 
report on his return home guaranteeing “‘peace in our time” 
is matched only by that of the evidence produced at Nurem- 
berg which goes to show that it was Chamberlain’s con- 
cessions alone which saved Hitler from the revolt of his 
own army officers and from presumable overthrow. 

What shall we say of Abraham Lincoln’s steadfast re- 
fusal to compromise with the South the fundamental issue 
of the Union? Lincoln understood the importance of com- 
promise in politics, no statesman better, and upon manifold 
occasions displayed the patience and the adroitness neces- 
sary to effective compromise. He recognized the awful 
price the country would pay for his adamantine insistence 
that the preservation of the union was an issue upon which 
any compromise meant catastrophe. Never did a decision 
in affairs of state require more agonizing fortitude; never 
has one been more clearly justified. 


Compromise and Courage: ‘The difficulty of broad gen- 
eralization regarding compromise is obvious. It is, on the 
one hand, an instrument of necessity and of the greatest 
value; its use also may involve the risk of degeneration and 
perhaps of disaster. What is one to think of it? Because 
we must think seriously about a process that pervades our 
lives so thoroughly. 

It seems clear, I believe, that effective compromise must 
be based first of all upon courage and upon the confidence 
that accompanies courage. The coward is a poor negotiator. 
Only the strong man or the strong nation can yield a point 
without injury. To quote Burke once more, “The con- 
cessions of the weak are the concessions of fear.” But 
once fear is betrayed the process ceases to be compromise 
and approximates blackmail. Compromise is designed to 
effect a settlement, blackmail is as endless as it is costly. 
Kipling wrote, “If once you have paid him the Danegeld, 
you never get rid of the Dane.” This was the vitiating 
weakness of the British policy toward Hitler, once he had 
begun to show his hand; an appeasement based upon fear, 
ineffective accordingly, and leading to the demand for more 
and more. The coward can never achieve an effective 


compromise because when his fear is apparent, the other 


side will by no means be content with concessions and will 
insist upon surrender. And this touchstone applies with 
equal force to our lives as individuals. If self-analysis in- 
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dicates that the compromise with conscience is motivated 
by lack of courage it is, with almost complete certainty a 
bad compromise. 

Compromise and Intelligence: It is equally clear that 
the man who knows when and how to achieve a right com- 
promise must be one who acts from high intelligence. This 
presumes a great deal more than the native horse-trading 
instinct which enables one merely to get the best of a bargain. 
The wise compromiser must have a knowledge of the back- 
ground of the situation and from a broad perspective be 
able to analyze, not merely the immediate but the long- 
range results of the negotiation. For the sake of these 
results he will conceivably yield to a very large extent. 
Consider the wisdom of the concessions made by the British 
to the defeated Boer leaders in the first decade of the cen- 
tury and compare it with the stupidity of the French in 
their attitude on German reparations after the first world 
war. As Harold Nicolson set down in his diary, “The 
French can see only to the end of their noses, although I 
must admit they see that far damn clearly.” 

The intelligence of the effective compromiser must also 
be shot through with tolerance. He must be able to appre- 
ciate the opposing point of view and objectively to set its 
validity against that of his own position. Otherwise the 
negotiation, assuming equal courage on each side, will tend 
to end in stalemate. He must appreciate the concessions he 
is receiving as well as those he is making. He must be 
honest enough not to take advantage of his opponents lack 
of intelligence, for if he does, he may later pay the price, 
when the other, discovering his error, tears up the bargain. 

Compromise and Principle: More important than either 
courage or intelligence, in the process of compromise, is 
the recognition of principle. The first question that the 
one who yields concessions must ask himself is whether 
they accord with the principles upon which proper conduct 
of life and affairs is based. It is at this point that courage 
and intelligence enter in to settle the question. For it takes 
intelligence to recognize or define a principle and courage 
to stick by it. There are certain broad principles upon which 
the personal salvation of the individual and the progress 
of human society depend; they are recognized by all of us 
of the western world, at least in the lip-service we pay 
them. They are sacrosanct. No compromise can be made 
with honesty, social or intellectual honesty for example; 
that does not involve a higher cost than any apparent gain. 


And yet in our individual lives, whether from lack of 
courage or of the intelligence that judges self objectively, 
it is in this respect that one: tends most frequently and 
most disastrously to compromise with conscience. 

The test of principle is quite as vital for compromise 
in the field of politics as it is for the individual. We have 
not yet reached the stage where ethical criteria can be 
applied to national conduct as strictly as to that of an 
individual. This should be our ideal, But even at the 
moment there are certain moral principles with which a 
nation cannot compromise. Equally there are principles 
of policy which cannot safely be yielded, no matter what 
may be the cost of their maintenance. It was this convic- 
tion that led Lincoln to refuse any concession on the issue 
of national union. It was in the same spirit that in 1917 
the United States entered the war with Germany rather 
than compromise the principle of the freedom of the seas. 
In the days ahead we must clearly define for ourselves and 
for the world these principles of policy with regard to which 
we can never make a bargain. We must make it clear that 
our attitude toward other nations is one of peace and not 
of aggression, and that for the sake of peace we will negoti- 
ate a settlement of conflicting interests with patience and 
good temper. We have accepted far-reaching obligations 
as a member of the United Nations and these we shall ful- 
fill. But we must make it equally clear that we shall 
never yield an iota of our freedom of decision and action 
except as provided by our loyalty to the United Nations. 
Further and finally to make certain that we do not enter 
any compromise of fear we must maintain and develop 
our national strength, scientific, industrial, naval, military. 
A costly programme but necessary. We can never make an 
effective compromise unless we are also prepared for a 
showdown. 

Gentlemen of the graduating class: As you go out from 
these halls into the life of the world you carry with you 
always the affection of Yale and our confidence that you 
will acquit yourselves worthily as Yale almuni. As individ- 
uals and as citizens of a democratic nation you will meet 
everyday the problems of compromise that touch us in a 
personal and in a public sense. They must be met with 
courage, with intelligence, and with high regard for prin- 
ciple. These are the qualities that we foster in our train- 
ing on this Yale campus; we look to you to make them 
pervasive and powerful in the life of the nation. 


A New Philosophy of Service 


MARKS OF AN EDUCATED MAN 
By GLENN GARDINER, President, New Jersey State Chamber of Commerce; 
Vice-President, Forstmann Woolen Company, Passaic, N. J. 
Delivered at the Commencement of University College and the University Extension Division 
Rutgers University, New Brunswick, New Jersey, May 24, 1947 


spent in school. Not by the courses completed. Nor 
by the credits acquired. Education begins at the 
cradle and is still incomplete at the grave. 

There are more significant marks of an educated man 
than the diplomas and degrees he holds. True education is 
measured by four distinctive characteristics. 

First, an educated man is distinguished by his open-mind- 


Fh serine is mot measured by the number of years 





edness. The ignorant man closes his mind, and thus shuts 
out much more than he shuts in. 

In a world of constant change, only the open-minded per- 
son can keep abreast of the march of time. The open-minded 
man goes on learning. Education never ceases so long as 
the mind is open. The curtain of further enlightenment 
falls the moment self-satisfaction closes the mind. Schooling 
has failed if it has not opened the mind to the satisfactions 
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and delights of never-ending quest for new knowledge and 
truth. 

The second mark of an educated man is his tolerance. 

‘The snobbery of race, creed, nationality or collegiate de- 
rree has no place in the qualities of a truly educated man. 

\n educated man appraises an idea for its truth, regard- 
less of the source of the idea. A wise man has said that 
“most people, when they think they are thinking, are merely 
rearranging their prejudices.” 

In a world that is filled with intolerance, educated people 

ust set an example of tolerance. Blind adherence to tra- 
dition, to prejudices and to selfish feelings will never make 
a better world. 

‘The third mark of an educated man is his fidelity to truth. 

A truly educated man is not swept off balance by appeals 
to emotions, selfish interests, or class-consciousness. He de- 
velops convictions based upon facts and straight thinking. 
He sees through the protestations of selfish groups, parties 
and organizations. 

An educated man disciplines himself to the rule of decid- 
ing and acting on the basis of “what’s right, not who's 
right.” 

The fourth mark of an educated man is a highly developed 
sense of his social responsibility. 

‘Those who have been more fortunate in the acquisition of 
knowledge and skills have a higher responsibility for leader- 
ship—a higher obligation to serve society. : 

Civilization cannot rise above the calibre of its leadership. 
No matter how much technical knowledge a man may ac- 
quire, if he does not use this knowledge for purposes that 
serve society, his so-called education may be a menace rather 
than a good. Mere technical and scientific education reached 
its highest levels in Germany. But, it was unbalanced edu- 
cation, because it lacked the sense of social reeponsibility. 
Knowledge can be dangerous in the mind which disregards 
its obligations to society. 

A man who is truly educated, in the broad sense of the 
word, has an impelling desire to leave the world a better 
place in which to live. 

It is to this fourth mark of an educated man that I want 
to give emphasis—to express to you a new philosophy of 


service. 
Wry Work? 


“Nlan does not live by bread alone.” The person who 
works solely to make a living misses much of the joy of 
living. A man’s job should also provide for him a means 
oft expression, 

Every normal person takes pride in creating something 
worth while. Your job should be an outlet for this innate 
pride of creation. To do a quality job, to render a superior 
service, or to turn out work that reflects credit on oneself 
sutisties this pride of creation. Whether you work with 
your hands or your mind, the result of your labor should be 
something to be proud of. 

The pride of accomplishment is an inspiration to the man 
who does his work well. The person whose sole interest in 
the job is limited to the pay check, experiences only the 
drudgery of work. The thrill of accomplishment is missing 
in his life. 

A man’s job furnishes him the opportunity to develop 
leadership and status among his tellow men. The quality 
of a man’s work goes far toward establishing him in the 
esteem of others. To be well thought of by others is one of 
life's great rewards. One's self-respect is enhanced by the 
sincere respect of others. Your standing in the community 


and among your professional and vocational associates will 
grow out of the quality of your own performance. 

Many of your best friendships will be formed on the 
job where daily work brings you into close contacts with 
others. The social aspects of work are important. The kind 
and quality of work a man does frequently determines the 
character of his friends. There is no richer side of living 
than the comradeship of working with congenial friends. 

Man is by nature gregarious. Only the abnormal person 
finds satisfaction in living and working alone. The joys of 
team-work can be found on the job—working with others 
to reach a goal. 

The desire to contribute to a better life for society exem- 
plifies high character. One’s work is more satisfactory if he 
feels that he is contributing something to the welfare of his 
community and of his country. Nowhere is better oppor- 
tunity furnished for making a contribution to the well-being 
of all than through the work that one does. Whether a per- 
son is helping to make things that satisfy the needs and 
pleasures of people, or is working to create cultural values 
in services, in art or literature, he is rendering service to 
mankind. 

Why work? Not merely to pay the rent, to buy food or 
clothing. These necessities of life will come in greater 
abundance to the person who finds pleasure in his work and 
attacks his job with a zest for accomplishment. 

Work, when done in the right spirit, is the greatest 
builder of personal character. Honest service, a fair day’s 
work for a fair day’s pay, develops in one a sincerity of 
purpose. The realization that every worker is another work- 
er’s customer carries with it a recognition of one’s duty to 
his fellow men. Honest effort is good citizenship. Pulling 
one’s own weight in the boat is fair play. The development 
of habits of honest service builds character in him who 
renders the service. 

Through the generations, our constantly rising standards 
of living have developed out of the efforts of those who 
have maintained high productivity in whatever work they 
did. Our future standards of living depend upon the pro- 
ductivity of each individual. 

There is great need on the part of people of character 
to resist the influence of the “more for less’ attitude, which 
characterizes all too many of our people. It takes good 
character to do good work. Good work is a reflection of 
good character. 


INDUSTRY AND BUSINESS, 
Our GreaTEsT SociAL INSTITUTION 


It is because of these opportunities for self-development, 
for friendship and for service which a man’s daily work 
provide, that business and industry constitute our greatest 
social institution. Too many people look upon business and 
industry merely as the place where people work to live. Too 
few people see in business and industry all of these social 
values and opportunities for service to society. The jobs 
which business and industry provide create for all people 
who work a rich opportunity for good living while at work. 
We live most of our lives on our jobs. Your job and your 
attitude toward your job, determine how rich your life will 
be—not in material things alone, but in all of these human 
satisfactions which come to the man is doing work he likes 
and who likes those with whom he works. 

Here, then, is the kernel of this new philosophy of service. 
Through our work we serve, not our own personal needs 
alone, but the welfare of others. Business and industry 
serve the needs of people by providing the means of better 
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living for more people. Our jobs in business and industry 
are part of the pattern of service to mankind. 

Not only do business and industry contribute to the well- 
being of people through the products and services they dis- 
tribute, but they also contribute in highly substantial 
amounts to the support of government which in turn serves 
all the people. An important share of the income of busi- 
ness and industry goes into taxes to support the many pub- 
lic services rendered by government—services such as edu- 
cation, maintenance of law and order and the protection of 
people from the aggressions of others. Business and indus- 
try pay directly a substantial share of the cost of govern- 
ment. They also provide the jobs for you and me with 
which we, too, contribute our individual share for support 
of government and its services to all the people. 

Our enterprise system in America is based upon the main- 
tenance of individual rights. Under our system each indi- 
vidual is protected in his right to choose his own work and 
to follow the dictates of his own desires in selecting for 
himself the kind of work through which he can contribute 
most and be rewarded proportionately. This freedom of 
self-determination which is the bulwark of our American 
way of life is something to be cherished and never forsaken. 

Enlightened individuals will recognize, therefore, that the 
opportunities for service through work extend far beyond 
the satisfaction of one’s own personal needs. ‘Through 
honest work we serve others. One does not need to pick 
out some field of so-called social service in order to serve 
society. He can serve society bountifully through his job 
in business or industry, because business and industry con- 
stitutes our greatest social service. 


Wuat Is THE FUTURE oF INDUSTRY AND BUSINESS? 


Young men and women entering the business world want 
to know what opportunities lie ahead. There are many 
pessimists abroad who predict gloomy things about business 
and industry. It would not be surprising if young men 
entering business were to look with misgiving upon the 
future, if all the predictors of disaster were believed. But, 
there have always been pessimists. It is the optimists who 
have gone on through all the past generations creating a 
better world. It is the optimists of today who will create 
a better world for tomorrow. 

Let us evaluate the future of business and industry in 
America. An extensive survey has just been completed by 
a group of competent economists associated with the 20th 
Century Fund. The findings of these researchers have just 
been published. An examination of their report reveals 
many new and thrilling frontiers waiting to be expanded 
and developed by the young women and men entering upon 
their careers right now. 

The scientific discoveries of the past decade have revealed 
vast new areas for business and industrial expansion. Whole 
new industries will develop in the coming decade. By 1960 
we will have a population of approximately 155 million 
people. By 1960 there will be over 60 million jobs, as- 
suming that we take intelligent advantage of the oppor- 
tunities, the resources and the industrial capacity that we 
have. Standards of living will continue to improve. The 


productivity per man-hour will increase and will make 
shorter work hours at higher pay possible. 

To achieve the results which are clearly possible in the 
immediate future we will need, however, the same atten- 
tion to human engineering as the past generation has given 
to mechanical engineering. We have the material, the 
equipment and the technology to make progress in the com- 
ing decade which exceeds anything we have seen in the past. 
We cannot achieve these results, however, unless we pay 
more attention to the human value. We must learn to 
live and work cooperatively together. Here is another great 
field which challenges the young man and woman of today. 

Educated men and women can help to make a better 
America, and through a better America, a better world. To 
those who have been afforded the opportunity of better 
preparation through education, the responsibility for build- 
ing a better society and a better civilization, is a serious 
obligation. 


THE CHALLENGE OF THE NEW PHILOSOPHY 
OF SERVICE 
To young men stepping forth into this field of opportu- 
nity and responsibility there is a strong challenge to fulfill 
the obligations of the new philosophy of service. How can 
you meet this challenge? How can you serve best? Here 
are several specific suggestions : 


First, do not underestimate your own power to make a 
worth-while contribution. Remember the old song, “Brighten 
the corner where you are.” In other words, start to dis- 
charge this responsibility of yours right on the job you 
undertake. Recognize your obligation to serve through 
work. Make your job the means of expanding your field 
of service so that larger responsibilities and opportunities 
will come to you. 

Second, put service above self. Remember the adage, 
“He profits most who serves best.” Serve well and you 
have little need for anxiety about your reward. But service 
must come before any expectation of rewards. Your great- 
est reward will be in satisfaction of rendering service, in 
the esteem of those who know you, and in the pride of 
creation and accomplishment. 


Third, do not be afraid to seek a goal that is high and 
important. Attainment of the high goal may seem difficult 
and remote, but remember that no job is too big or difh- 
cult if you will keep your eye on the goal, Life comes to 
you only one day at a time, and no one day is fraught with 
too many difficulties to overcome. Set a worth-while goal 
and make each day’s achievement a step in the direction of 
that goal. 


Fourth, adopt for yourself the working principle that 
what is right is more important than who is right. Little 
people are interested in who is right. Great men and women 
reach decisions and take action on the basis of what's right, 
not who's right. 

In conclusion, steer the course of your career with an 
open mind, with tolerance, with fidelity to truth, and with 
a sincere sense of your social responsibility. Fulfilling your 
satisfactions which come to the man who is doing work he 
likes and who likes those with whom he works. 
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The Economic Outlook 


“THE FORGOTTEN MAN OF THE FORTIES” 
By DR. G. ROWLAND COLLINS, Dean, Graduate School of Business Administration 
New York University, New York 
Delivered before the New York Employing Printers Association, New York City, May 26, 1947 


especially so if the predictions that may be involved 

are precise and positive. That is why so many econ- 
omists are pessimistic in their pronouncements. A prophecy 
of doom is quickly forgotten if the doom does not arrive. 
But a prediction of boom is remembered when the “bust” 
appears. 

The only other safe course, I suppose, is to avoid the 
issue—to dodge. That is always possible in economic com- 
ment. In fact, so I am told, the only place in the world 
where there isn’t a chance of dodging the issue is a maternity 
ward. 

My topic tonight is ““The Economic Outlook.” As I ap- 
proach it I am conscious of the fact that the Present always 
dims both the Past and the Future. But I know that it 
never blacks them out! For after all, the Present is the 
smallest point of the three. And the swiftest! 

Look back and look ahead we must. 

I do not propose to dodge. 

You are all privileged to disagree—vigorously or vio- 
lently. 

Yes, even to put my comments down as just the mouth- 
ings of an academic economist. 

| suppose you know that an economist is rather widely 
defined as: “A man who sometimes uses language to express 
thought, who frequently uses language to conceal thought, 
and who generally uses language instead of thought.” 

Having heard me through you will be entirely free to fit 
my remarks into any one of those three classifications. 

Almost two years have now elapsed since we began beat- 
ing our swords back into ploughshares! 

And for most of that time we have been on a binge! 

By the middle of the 4th Quarter of 1946, most econo- 
mists recognized and agreed that we were taking a post-war 
joy ride on the crest of a boom. 

By and large, that spree has been a boom in soft goods. 
And to a considerable extent it has been a boom in furs 
and fine feathers, doodads and gadgets. The makers of 
frills and fripperies have had a field day. 

Early in December last, signs of a change appeared. 
“Sticky” goods moved to the bargain counters. The de- 
mand for fripperies bogged down. The New York night 
club operators began counting their houses again in fretful 
eagerness. And in the so-called “hot spots” rubber checks 
began to leap once more. 

Naturally, I want it distinctly understood that this last 
observation is merely my best second-hand information. You 
could hardly expect a mere college professor to have any 
direct evidence on this score! 

For some weeks now it has been increasingly apparent 
that the binge is over. 

And so now come the headaches! 


veel prognosis is pathetically precarious! And 





A period of business adjustment or correction is either 
already here or it is just around the corner. Certainly, in 
a few lines of business, it is currently with us. In others, 
the corner may be one month off or two or three. But over 
the next four or five months it seems likely that many lines 
of business will reach that corner and that the turn in out- 
put, in price, and in trade will be downward. 

The slope seems definitely down. 


Statistically, of course, we still appear to be all right. 
Factory output has not varied much since the first of the 
year. But many of our business statistics are expressed in 
terms of dollars. And within such indices the movement of 
prices conceals or masks the true course of physical volumes. 


Output seems to be booming along. However, it seems 
unable to push higher and we appear to have been moving 
sidewise on a plateau. Prices are still teetering and totter- 
ing—some advancing and some declining, but tending down. 

A flattening out of the economic is taking place. 

And in some lines the downward trend is definite. 


Following the earlier slumps in the jewelry, fur, and 
night club trades, other soft spots are appearing. Depart- 
ment store unit volumes are slipping. "The makers and 
sellers of cosmetics, cotton and woolen textiles, shoes, radios, 
and frozen foods are finding the going increasingly rough. 

Retail buying commitments now outstanding for the fall 
appear to range around 50 to 60 per cent of 1946 pur- 
chases. Surveys by the National Retail Dry Goods Asso- 
ciation indicate a sharply increasing buying resistance. 


Patches of unemployment are growing. Business failures 
are rising. Inventory expansion has almost ceased in the 
soft goods lines. Manufacturers of soft goods experienced 
their first postwar decline in shipments in March and a 
severe decline in April, Established houses are finding it 
more difficult to sell old and known brands. And new 
houses are liquidating. 


Does all this mean that we are in for a general set-back 
that will make us slip into a complete bust? 


Personally, I do not think so. 


I realize, of course, that it is always easy to hypnotize 
yourself with the thought that “This time things are dif- 
ferent.” 

But I truly believe that they are different. 


We do have in our current economic structure some ex- 
tremely important and effective checks upon any long slide 
or deep decline. Our banks are extremely liquid. Out- 
standing loans in the main are sound and even negligible 
in relation to liquid reserves. An effective deposit insur- 
ance system is a sturdy financial prop. Farm prices cannot 
fall more than 25 to 30 per cent before hitting the support 
of legally guaranteed prices. Employment benefit payments 
will cushion any drastic drops in current incomes. Large 
involuntary savings still exist. And the backlog of deferred 
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And there 


demand for consumer durables is tremendous. 
is a current demand for these goods as well. 


No, I take my position with those who believe that the 
adjustment or correction that lies ahead need not be serious. 

In fact, I believe that as the boom in soft goods com- 
pletely runs its tether and peters out, durables will largely 
take up the slack. 

Yes, I believe that the extent to which durables fail to 
take up the slack may well measure the extent of any re- 
cession that we may experience. 


Obviously, the one thing that could have effectively eased 
our transition from a sagging boom in soft goods over into 
a compensating upswing in consumer durables would have 
been vigorous and widespread activity in residential and in- 
dustrial construction. And that construction activity we 
have not had because of shortages, red tape, excessively high 
costs, and wholly unpredictable costs. Moreover, any rea- 
sonable chance for construction to bring new life into the 
business picture and to take up slack soon just does not 
appear to be in the cards. 

This factor, of course, will adversely affect the sale of 
such consumer durables as furniture, heating equipment, 
plumbing equipment, and household appliances of all kind. 


Be all that as it may, I adhere to my belief that the depth 
of any recession that lies ahead will be largely measured by 
the extent to which durables fail to take up the slack. And 
to be extremely specific, I venture the guess that during 
1947 the Federal Reserve Board’s Index of Industrial Pro- 
duction will not drop from its present level of 188 to 190 
to lower than 160. And I venture to say that the wholesale 
price index will probably not drop more than 10 to 12 per 
cent from its recent peak and that unemployment will prob- 
aby not climb to more than 5 million. 

Obviously, these are guesses and I am sticking out my 
neck. 


As we teeter now on the verge of a business readjustment 
it seems to me to behoove all parties in the economic pic- 
ture—labor, government and business—to re-examine the 
implications of the mass production and mass distribution 
— is needed to sustain our economy at reasonably high 
levels. 


One such implication or principle is just this: To main- 
tain high-level production and high-level employment for 
the long pull there is need for relatively well-balanced cur- 
rent income relationships among varied consumer groups. 
Our varied consumer groups must be in a position to trade 
with each other. 

Right here is the real reason why consumer prices are 
disturbingly unbalanced at the present moment. Not the 
reason why they got that way but why they are that way 
and why they must be adjusted in their relationships. 

Upon many groups of consumers the impact of rising 
taxes and of rising costs of living during the past six years 
has been terrific. Steadily, large numbers of our consuming 
families have had their disposable incomes cut by taxes. 
And taxes are a kind of first mortgage. They cannot be 
dodged with impunity. They must be paid in full, how- 
ever high living costs may climb. 

Furthermore, the principal cost of living increases have 
hit us right where it hurts—in the stomach. Food costs simply 
cannot be sharply reduced by the normal family. You can 
make old shoes and old clothing do for a while if prices 
look too high. But you must eat and you must pay taxes. 

Since August 1939, farm prices have risen nearly 180 
per cent. Industrial prices have gone up only about 59 
per cent. 


During the last year, 1946, 70 per cent of the rise in the 
cost of living was accounted for by the increased prices of 
food items. Another 13.5 per cent of the rise was due to 
increases in clothing prices. 

To put it another way, 5/6ths of the entire rise in con- 
sumer prices during 1946 can be accounted for by the price 
increases of food and clothing. 

It is little wonder that our moderate income families are 
presently spending about 42 per cent of their current in- 
comes on food. 

Couple this situation with the impact of mounting taxes 
over the past six years and you have a new and terrifically 
burdensome cost factor in the family budget. 

Take a quick look at the chart that I have placed in 
your hands. It shows what has happened to disposable in- 
comes at varied levels since 1940 by reason of advancing 
taxes and costs of living. It shows, for example, that a 
person who earned $2,000.00 in 1940 would have to have 
a disposable income in 1946 of $3,250.00 in order to match 
his disposable income of 1940. Yes, even that a $10,000.00 
a year man in 1940 would need $16,149.00 of disposable in- 
come, income after taxes, in order to match his earlier posi- 
tion in the market place. 


Now only limited groups of consumers have sharply in- 
creased their current incomes during the past six years, 
1940-1946. In the main the beneficiaries of sharp increases 
in current incomes have been two: (1) the farmer, and (2) 
the organized worker. 

Farm income in 1946 rose to ten times the figure for 
1940. The 14,800,000 organized workers have increased 
their current incomes by almost 80 per cent since 1940. 

But what about the 45,200,000 other wage earners? 
Many, if not most of these, have had their real wages re- 
duced during the same period. 


And what about the 14 per cent of our families and inde- 
pendent single persons who depend for current income en- 
tirely upon returns from property or profits? 

And let us not forget the fact that fully 38 per cent of 
our families and independent single persons, according to 
the 1936 census analysis, depend in part for current income 
upon dividends, profits, interest and rents. 


In a fair business year like 1939, total dividend payments 
represented 3.8 billions of dollars. In 1946, a boom year, 
total dividend payments rose to 5.1 billions of dollars. The 
stockholder was thus 34 per cent better off in dollar returns. 
But the weekly pay envelope of the organized factory worker 
in 1946 was 83 per cent fatter than it was in 1939. The 
organized worker in terms of increase in current return 
was 3 times better off than the shareholder. 


No, the forgotten man of the forties is the unorganized 
worker, the salaried man, the doctor, the lawyer, the teacher, 
the civil servant, the clerk, the pensioner, the middle bracket 
executive, and yes, the small shareholder. 

The squeeze that taxes and food costs have jammed down 
upon that forgotten man in the current economic scene is 
one of the main reasons why unit volumes are slipping at 
retail, why accumulated savings are being dissipated, and 
why consumer credit is rapidly expanding. 

Consumer goods, “soft” and “hard,” nondurable and 
durable, must be bought by all segments of the market, not 
just by the farmer and the organized worker. “Farmers 
and factory workers alone cannot buy the full output of the 
consumer goods industries.” 

The farmer and the militant unions have already had 
ample representation at the feast of higher current incomes. 
These groups are not out of balance on the down side. 








Vital Speeches of the Day 





Another round of wage increases to the organized worker 
is*now upon us in the general pattern of 15 cents an hour. 
And to the extent that wage increases of this size do result 
in increases in the prices of manufactured goods farm pari- 
ties will rise and the whole process will merely compound 
the present maladjustments by lifting the smaller consumer 
groups already on the upside still further out of balance 
with the larger consumer groups that are on the downside. 

Just what can business management do about the high 
food prices that have drastically lowered the consumer’s 
ability to buy other goods? Of and by itself, business man- 
agement can do very little. 

Some declines in wholesale food prices have now set in 
and should be reflected in lower retail prices shortly. How- 
ever, in terms of world-wide demand and world-wide short- 
age, it is still difficult to name even a short list of basic 
hoom commodities of which prospective supplies can be con- 
sidered excessive. Moreover the wet and cold spring has 
put our farmers a month and more behind in planting. The 
bottom lands yielding our best crops may have been dis- 
astrously affected. The prospects for bumper crops of slow 
maturing grains have undoubtedly been seriously hurt by 
delayed planting. 

Urgent overseas demands mean continued governmental 
buying for export. 

And here certainly business, through its representatives, 
has a right to insist that governmental buying must avoid 
clumsy, extravagant, badly timed, and badly concentrated 
agricultural purchases for export. 

Similarly, it has a right to insist that the Department of 
Agriculture drop any and all procedures that limit domestic 
farm production. Yes, even to insist, as Beardsley Ruml 
has suggested, that the Department should put on a cam- 
paign for food conservation, for school gardens, for sharply 
increased production. 

Now, of course, it is in the area of non-farm prices, in 
the making and selling of non-food products, soft, durable 
and industrial, that business management has a primary re- 
sponsibility. And it is here that husiness management can 
act in the general interest. 

This fact brings us face to face with the second implica- 
tion or principle of mass production and mass distribution, 
namely: That to maintain high level production and high 
level employment for the long run, business management 
must seek profits in low margins and high volume rather 
than in high margins and low volume. 

Instinctively we all know that this is the formula for 
lasting prosperity and progress. Yet all too often in the in- 
dividual business enterprise we simply do not apply that 
principle. 

Yes, our current and future business and industrial goal 
is to put the maximum of needed and wanted goods of opti- 
mum quality into the hands of the maximum number of 
people at minimum costs. 

I do not see how you can state that goal any more suc- 
cinetly than that. 

Lower costs are the essence of a sound approach to this 
problem. 


Nor 


1 do not mean merely lower manufacturing costs. 


do | mean merely lower sales costs, or lower financial costs, 
The cost problem is not one 
It is a problem of lower total costs. 
cost reduction is a means and not an end. 
is lower final prices and larger volumes. 
\nd in this connection three things seem fairly certain. 
First, we are not going to get lower total costs either 


or lower administrative costs. 
of “either-or.”’ For 
The end desired 





merely or mainly by reductions in hourly wage rates, espe- 
cially in the organized industries. Hourly wage rates in 
the organized industries are “highly resistant to downward 
readjustment,” even in periods of acute depression. 

Second, we are not going to get lower costs merely by 
working longer hours. I yield to no one in my admiration 
for our Senior Economic Statesman, Bernard Baruch. Every 
time he says something about the current economic scene it 
makes sense and logic. However, his recent suggestion of 
a 44-hour working week simply will not be accepted. -As 
yet, we have seen no labor union step forward voluntarily 
with an offer to contribute 10 per cent additional time, 4 
hours, without pay for the good of the cause—increased 
production. Nor are we likely so to see! 


Third, we are not going to push on to new high levels 
of fabricated and distributed volumes by merely expanding 
the size of the labor force. And significant expansion seems 
impossible. While as I have said, patches or blotches of 
growing unemployment are now disturbingly apparent, 
Bureau of Labor Statistics indicate that unemployment was 
less than 2% million in early April. And that figure is 
near the minimum genefally considered unavoidable in an 
economy where people are continually free to change jobs. 

What we must have then, apparently, is increased pro- 
ductivity. 

Just what is this thing we call productivity? Certainly, 
here is a concept that has extended implications or meanings. 

Customarily, we think of it, I suppose, as something that 
is primarily or solely related to the process of fa rication 
or manufacture. But that is pestilent thinking! For prop- 
erly considered, the problem of increasing productivity is 
more than a shop problem. It is more than a problem of 
the man at the bench or at the machine. It touches both 
halves of our business and industrial economy—factory pro- 
duction and market distribution. Yes, it involves workers 
at all business levels, wholesale and retail workers, adminis- 
trative staffs, clerical staffs, etc. 


It is difficult, of course, to measure increases in produc- 
tivity. Only in manufacturing and in mining do we have 
convenient and adequate statistical measures. I refer, of 
course, to output per man hour figures. 


And in manufacturing and mining, Bureau of Labor 
Statistics indicate that up to the war, during the period 
1909-1939, productivity increased by about 3 per cent a year. 

While this increase has been reasonably regular it has not 
been a natural, automatic, or annual growth “like the steady 
accumulation of rings on a tree.” By no means! 

Rather, when it has occurred in the factory and the mine 
it has been largely the result of seven things: (1) new proc- 
esses, (2) new inventions, (3) new or improved tools, (4) 
increased capital investment per worker, (5) a further divi- 
sion of labor, (6) the upgrading of skills by training, and 
(7) the application of time and motion techniques by statt 
advisers to line supervisors. 

During 1946, last year, our American industrialists spent 
almost 12 billions of dollars on plant and equipment—on 
tool power. And currently our industrial engineering brains 
are working feverishly to develop new time and material 
saving processes in an effort to lop off a cent of manufac- 
turing costs here and a fraction of a cent there. 


My own guess is that new and more efficient equipment, 
new technological processes, increases from less than capacity 
to capacity operation, and the like, will enable our manu- 
facturing industries to achieve a 5 to 7 per cent increase in 
output per man hour during 1947. And it is safe to say, 
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I think, that the largest gains will be made by those durable 
goods plants that suffered so much last year from interrupted 
production by reason of interrelated work stoppages and 
shortages of materials and parts. 

From the point of view of total costs, will the modest 
gains in factory output per man hour that can be reason- 
ably expected in 1947 prove tremendously significant in the 
manufacturing industries? Definitely not! Certainly, there 
is little in the record or in the expectation to justify any 
notion that another annual plant wage increment of 5, 10, 
or 15 per cent can be paid for entirely out of increased pro- 
ductivity. And the outlook for important price reductions 
on manufactured goods that can be completely charged off 
to increased factory output per man hour just isn’t too rosy. 

If the factory and the plant could really come to grips 
with the “make-work” and ‘‘featherbedding” practices of 
organized labor the situation would be different. Sizable 
and significant gains of perhaps 20 to 30 per cent could be 
effected in output per man hour even within the current 
year. 

I refer, of course, to union rules that: (1) restrict the 
output of individual union members, (2) require the em- 
ployment of unneeded workers, (3) require the performance 
of unnecessary work, (4) restrict the use of prefabricated 
products, and (5) restrict the use of labor-saving machines 
and processes. 

In view of our fundamental economic need for increased 
output per man hour in the plant and factory, I personally 
find the attitude of some of our legislators somewhat be- 
wildering. Senator Ball, for example, is reported to have 
said just the other day: 


“We do not regard such things as featherbedding as 
coming within the legislative province. We feel that our 
job is to see that industry and labor sit down at the bar- 
gaining table on equal terms. . . . If industry can’t keep 
featherbedding clauses out of its contract under these con- 
ditions it is industry’s hard luck.” 


Be that as it may, in times like these, somebody some- 
where should do something about “make-work” and “feath- 
erbedding” restrictions. And there certainly should be an 
effective implementation in the picture somewhere to make 
“doing something” possible. I dare say that I do not need 
tc remind your own industry of the cost reductions that 
would be possible if you could make a slight dent on “stand 
by” rules, and on the “manning table.” 

However, beyond the man at the machine and at the 
bench there is room for considerable increased productivity. 
We need badly to turn the spot-light of scrutiny on our 
administrative, clerical, and sales efforts. In these areas, 
new inventions, new tools, and the like may not prove too 
effective in increasing individual productivity. But by and 
large, we haven't scratched the surface in applying indus- 
trial engineering techniques to these areas of our business 
activity. There is much that could be done by a further 
division of labor, by staff study, by the upgrading of skills 
through organized training, by increasing the investment 
per worker in brain power if not in tool power. 


Lower total costs, I repeat, should be our business goal. 
During the war years and even through what H. I. Phillips 
calls the “reconfusion” period for many manufacturers sales 
costs were simply a matter of transport and delivery. But 
now, as the pipe lines of supply fill up, as competition in- 
creases, it will be easy for the manufacturer to rebuild 
his sales force extravagantly, even to go hog wild in adver- 
tising expense and thus, insofar as total costs are concerned, 


completely offset any gains in output per man hour and 
low unit plant costs by mounting marketing costs. 

The national interest dictates to every manufacturer at 
this moment a careful examination of pricing policies and 
pricing methods. This is no time for windfall profits nor 
for inventory profits. A manufacturer's prices are too high 
if they yield profits that are greater than may be necessary 
to assure needed production, a fair return, and an adequate 
flow of new capital into the business for replacement, mod- 
ernization, and expansion. 

In a given instance, if profits exceed these basic require- 
ments, they should be cut voluntarily, and now. Similarly 
every effort should be made to reduce costs, and now. It is 
imperative to get at the situation before operating losses 
become necessary to keep up sales, production, and employ- 
ment. Wage increases will outlast profit increases as we 
all know and will stand as an obstacle to cost reduction 
unless we can increase productivity. 

It is along these two lines that business management's 
contribution to an orderly economic readjustment lies. If 
the businessman and the industrialist fail to do these two 
things, as many have obviously failed so to do, they will 
endanger not only the national prosperity but their own 
long-term positions in the market. 


Equally important, too, is a realization by the manufac- 
turer of the current economic necessity to pass out achiev- 
able profit reductions and achievable reductions in cost in 
the form of decreased prices rather than in the form of 
increased wages. 

A price decrease helps us all and especially the down- 
side consumer. A wage increase boosts only the recipient, 
only a segment of the market. And generally just now only 
the upside consumer. 

And right here I should like to say that a general tax 
reduction, effective this year, will provide the only certain 
method of increasing the current disposable or spendable 
incomes of millions of consumers without at the same time 
affecting costs or prices. 

Certainly it will be a serious mistake to defer tax reduc- 
tion until such time as serious unemployment may overtake 
us. If, as I think it is generally admitted, tax reduction can 
help us to forestall unemployment, is it not highly desirable 
to start to cut taxes now? I doubt that it can be denied 
that tax reductions must be made in advance of business 
recessions in order to be economically helpful. 

This is not the place to analyze the tax problem in detail. 
However, when we remind ourselves again of two things, 
the importance of that problem is obvious. 

First. In the purchase of consumer goods, the disposable 
incomes of the entire consuming market are important, not 
merely the disposable incomes of the organized worker and 
the farmer. 

Second. For continued prosperity, producers goods must 
be bought as well as consumers goods, and luxuries must be 
bought as well as necessary staples. 

A tax reduction and increased take-home pay for the indi- 
vidual could make the problem of increased productivity 
much easier to solve. A tax reduction for the corporate 
enterprise could make for more confidence in innovation, 
expansion and the purchase of industrial capital goods. 

And now as I conclude, let me say again that there are 
optimistic elements in the business and industrial picture. 

Already some declines in food and clothing prices have 
set in. If the Government, in spite of world food shortages, 
can avoid extravagant, clumsy, badly-timed and badly con- 
centrated buying for export, food prices may decline fur- 
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ther and soon. And a 10 per cent decline in food prices 
could increase the consumer’s purchase power by 4 billion 
collars on an annual basis. People who can buy food and 
textiles for a little less will have that much more to spend 
for other goods—soft goods and/or durables. 

The backlog for unsatisfied accumulated needs for con- 
sumer durables is still tremendous. 

Given a decline in food and textile prices, given a pos- 
sible tax reduction on July 1 that will probably “up” con- 
sumer spending power an extra 3% billion on an annual 
basis and we may do all right in 1947. 

Given even a slight reduction in industrial and com- 
mercial building costs and what is equally important a 
somewhat greater predictability of such costs and business 
and industry may soon resume its expansion programs. That 
will be especially likely if business and industrial manage- 
ment makes a real effort to increase productivity, if it real- 
izes that increased hourly wage rates in plant and factory 
step up the possible gains from making goods under new 


physical conditions that are highly favorable for working 
efficiency. And if it realizes that completing a plant ahead 
of some business rival may secure important competitive 
advantages. 

There is, then, some considerable basis for hope that the 
coming changes in the business situation may be merely 
orderly downward price adjustments and the correction of 
badly distorted price relationships. 

It is true, of course, that someone sustains losses in every 
price decline. However, a precipitate and disorderly drop 
is not yet apparent. 

Beyond these general statements I do not care to go. 
Nor beyond the current year. The long run future is just 
too “iffy” as former President Roosevelt would have put 
it to permit of long-range prophecy. 

Any conclusions of mine, projected farther than the end 
of 1947, would be merely compounds of assumptions in the 


premises and as such they would probably be wide of the 
mark. 
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